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Kates Advisory Committee, 

Ministry of Transport. 



To the Rtgitt Hon. Sib ERIC GEDDES, G.C.B., G.B.E., 



M.P., Minister of Transport 



Sir, 

On the 6th February, 1920, you caused - to be addressed to us as the Rates Advisory 
Committee set up under Section 21 of the Ministry of Transport Act, 19.19, a letter containing 
the following reference : — 

Terms of Reference : — 

“ The Minister having determined that a complete revision of the rates, fares, dues, tolls 
and other charges on the railways of the United Kingdom is necessary, the Committee are 
desired to advise and report, at the earliest practicable date, as to : — 

“ (T) The principles which should govern the fixing of tolls, rates and charges for the 
carriage of merchandise by freight and passenger train and for other services. 

“ (2) The classification of merchandise traffic and the particular rates, charges and 
tolls to be charged thereon and for the services rendered by the Railways. 

“ (3) The rates and. charges to be charged for parcels, perishable merchandise and other 
traffic conveyed by passenger train, or similar service, including special services 
in connection with such traffic.” 

We recognise that if there is to be a “ complete revision of the rates, fares, tolls, dues 
and other charges on the railways ” it will be necessary that various changes in the law 
shall be made by Act of Parliament, and we received an intimation from you that you 
proposed to proceed by introducing a Bill in Parliament, so that it became unnecessary for 
us to consider whether or not any alterations which we might recommend are possible under 
the existing law. We have accordingly read your reference in a wide sense and have not 
hesitated to consider and report upon matters which can only be altered by the authority 
of Parliament. This has taken us beyond the functions of the Committee as defined by 
the Ministry of Transport Act, 1919, but we willingly entered upon the enquiry and have 
found the representatives of the Railway Companies and of the trading community of the 
country ready to give us every assistance in their power. 

We entered upon our enquiry at once, and, after giving due notice by public advertisement, 
held our first public sitting to take evidence and hear arguments upon the 11th May, 1920, 
since which date we have held forty sittings in public, and have frequently conferred 
among ourselves. Our enquiry was interrupted by the necessity of taking evidence and 
making a report upon the interim revision of fares and rates which was brought into operation 
in August and September last, but the time spent on that enquiry was not wholly lost 
as regards the present enquiry for many matters were then brought to our notice which 
have an intimate relation to those which fall within the above reference. 

From the first we proposed to divide our enquiry into three portions corresponding with 
the three heads of your reference ; as we proceeded, however, it became evident that if we 
were to give a fair opportunity to all those concerned to put forward the evidence and 
arguments which they considered relevant, it would be impossible to make our report upon 
the first portion of your reference before the last month of the year, and that in that case 
it would be impossible to deal with the second and third parts of your reference (that is 
to say the classification of goods and the actual rates to be fixed) in any time such as would 
make it possible to include them in a Bill to be introduced, into Parliament in the Spring 
of 1921. We found, however, that there was a general consensus of opinion that it will 
be necessary to set up a tribunal constituted on lines somewhat similar to those on which 
this Committee is constituted, and that that tribunal should, in future, deal with the rates, 
tolls and charges for the carriage of goods by rail, and we have accordingly gone forward upon 
the assumption that either the Committee or the new tribunal will be able to deal with 
the second and third parts of your reference to ns, provided that we indicate the lines upon 
which the classification of goods and the fixing of rates is to be effected sufficiently to enable 
any Bill which may be introduced into Parliament to give the necessary powers. We think 
that the course of events will probably be such that this Committee will be able to deal 
with the first part of Part 2 (Classification) during the early months of 1921, leaving to the 
new tribunal the duty of disposing of the remainder of Part 2 and Part 3 (the actual 
rates to be charged) after necessary powers have been conferred upon it by Parliament. We 
recognise that our functions are only advisory, while if our recommendations are adopted 
powers will be conferred on the new tribunal to fix rates, tolls and charges which will have 
statutory force. It may be necessary if this Committee is able to deal with the question of 
classification during the early part of next year that Parliament should either schedule the 
classification to the proposed Act of Parliament or adopt some other method of giving it 
statutory force. 
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Our object throughout has been to advance matters as far as possible so as to bring the 
revision of rates into operation at the earliest practicable date, knowing that with the best 
efforts that we and all others concerned can make a considerable time must elapse before 
the new rates will be in force. 

Throughout our enquiry we have had the most loyal and valuable assistance from 
the officials of the Ministry of Transport, from the representatives of the railway companies 
and from those of the traders, and have received evidence from no less than 66 witnesses 
on one side or the other which has been of the greatest assistance to us. We wish 
particularly to note that whereas in previous enquiries a considerable amount of antagonism 
was shown between traders and railway companies, on the present occasion great goodwill 
was evinced and the respective parties did their utmost to help us to come to correct 
conclusions. The railway companies have voluntarily made very substantial concessions to 
the traders, and their willingness to accept reasonable proposals of change deserves 
recognition. 

PRELIMINARY. 

Before the making of the reference to us the Secretary to the Ministry of Transport on 
the 6th February, 1920, addressed to the Association of British Chambers of Commerce, 
the Federation of- British Industries, and other representative bodies of traders a letter 
informing them that it was proposed to revise the whole system upon which the rates and 
charges for goods are based and inviting their opinion whether the present system should be 
continued or some new system adopted, and asking that if the existing system taken as a whole 
meets the needs of the commercial community any modifications or variations desired should 
be specified, or if some new system was thought necessary a draft scheme should be sub- 
mitted. On this general question none of the bodies addressed took objection to the existing 
general scheme of charging rates or suggested any new system, and we consider therefore that 
the existing general system gives satisfaction to the trading community as a whole. A copy of 
the same letter was sent to the Railway Companies’ Association for their comments, and their 
reply equally accepted the existing system as a basis upon which to work. We are of opinion 
therefore that the present system, which is well understood and has stood the test of time, 
should be maintained with such modifications as are hereafter mentioned. 

We accordingly feel ourselves relieved from any obligation to consider a new system and 
turn to the task of making the main principles of the existing system apply in present circum- 
stances and advising what modifications should be made in respect of subsidiary elements 
of the system. 

The problem with which we have to deal is complicated by the change in the conditions 
of the United Kingdom arising out of the Great War. Down to August, 1914, the country 
had progressed upon lines which changed slowly and almost imperceptibly, and rates fixed 
in the early history of railways were not inapplicable to the circumstances of the twentieth 
century. Variations in the expenses of working the railways were fairly met by increases 
in the density of the traffic. There were practically no changes in the rates in force between 
1892 and 1914, and these rates did not differ greatly from those in operation in 1870. In 
1913 the revenue receipts of the railway companies from passenger and goods traffic, but 
excluding miscellaneous receipts and those from the Manchester Ship Canal, were 
£134,650,000, the total expenditure was £86,600,000, leaving a net revenue of £48,050,000, 
which sufficed to pay interest and dividends averaging approximately 4J per cent, upon the 
capital invested in the business of railway transport and its accessories. During the 
war the principal Railways were under the control of H.M. Government, which guaranteed 
to the railway companies their pre-war net income and made use of their services 
for the purpose of conducting the war. In the early part of the war expenses did not very 
greatly increase, and the only substantial change made in the sources of revenue of the railways 
was an increase of 50 per cent, in passenger fares in 1917 and the suppression of cheap tickets. 
By the year 1919, however, the change in the value of money which had shown itself and 
the concessions made in respect of wages and hours of labour completely altered the position 
of affairs. For the year 1919 the gross expenditure of the railway companies on the above basis 
amounted to £187,058,000, and the gross receipts (exclusive of the sum paid to the controlled 
companies under the Government guarantee) to £199,878,000, and the Government had to pro- 
vide a sum of £35,736,000 to secure to the controlled companies their pre-war net revenue. To 
rectify this debit balance, an interim revision of the rates, tolls and charges for the carriage of 
goods was effected as from January, 1920, with the object of providing an additional£50,000,000, 
and this involved increases in rates averaging a little over 50 per cent. The expenditure, 
however, continued to rise during 1920 owing to the great increase in the cost of materials 
and to further rises in wages, and a further revision of rates and fares became necessary and 
was effected by raising passenger fares as from the 6th August, 1920, to amounts approxi- 
mately 75 per cent, above the pre-war figures, and goods rates as from the 1st September, 1920, 
to amounts approximately on an average 112 per cent, above the pre-war -figures. The pro- 
portion of these increases in fares and rates must, however, be considered to be moderate when 
compared with the increase in the cost of materials which was estimated at 200 per cent., and 
the increase in wages which was approximately 250 per cent. In the House of Commons on 
16th December, 1920, the Chancellor of the Exchequer stated that after the interim revisions 
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the estimated expenditure of the controlled railways of the United Kingdom is at the rate of 
J'275,000,000 per annum and the estimated gross receipts at the rate of T325 ,000,000 per 
annum. 

The two interim revisions above referred to were made under powers conferred by 
the Ministry of Transport Act, 1919, which has effect for a limited period of time, the 
power of the railway companies to charge the increased rates expiring on the 15th February, 
1923. It is accordingly necessary that to avoid bankruptcy on the part of the railway 
companies provision should be made enabling them as from February, 1923, to charge rates 
and fares which will be sufficient to provide the money required to pay their expenses and 
make a reasonable distribution by way of interest and dividend upon their debenture and 
capital stocks. It will be seen, therefore, that the revision of rates now under consideration 
presents much greater difficulties than if it had been undertaken before the war. Great 
increases as compared with the pre-war standards are necessary, but it is of the utmost 
impoitance that these increases should be so apportioned as not to hinder industry or to 
restrict the flow of traffic over the railways. 

We propose first to deal with the general principles which govern the amount which 

^charged in the way of rates for the carriage of goods generally; secondly, the means 
ot settling these rates, and the amount which should be raised by the rates; thirdly, the 
ciaiactei of the tribunal to be set up for the purpose of fixing them; fourthly, various 
subsidiary matters which have arisen in regard to the conditions and terms of carriage by 
rail, the liabilities of the railway companies and other subjects which have been raised 
during the enquiry before us. 



THE MAIN PRINCIPLES GOVERNING RAILWAY RATES, TOLLS AND 
CHARGES FOR THE CARRIAGE OF MERCHANDISE. 

The major principles governing the fixing of railway rates, tolls and charges for the 
carnage of merchandise are two : — 

First : Such charges must in no case be less than the cost to the railway com- 

panies of rendering the required services. 

Secondly : They must in no case be more than the value of the services to the 

traders. 

Qndei (he fiist head, in the cost referred to must be included the actual expenditure upon 
wages, whether for labour, superintendence or administration, the purchase price of materials 
consumed in rendering the services, and the expense of maintaining the railway with its 
equipment of every kind, proper allowance being made for repairs and renewals. While it is 
not essential in any given year that provision should be made for a return in the form of 
Intel est upon the capital already invested, such a return becomes necessary over a period of 
}eais both as an act of justice to the undertakers and to secure that the moneys required for 
extensions, improvements, and developments may be forthcoming, as well as to form an induce- 
ment to financiers to adventure their capital in similar undertakings for the benefit of the 
trade of the country and the development of its industries. 

The cost of service upon the railways must be provided by the rates charged for the 
transport of merchandise and the fares charged for the carriage of passengers. A few of the 
items of expenditure can be definitely allocated to the one service or the other. The coal 
consumed in goods engines can be separated from that consumed in passenger engines. The 
wages of goods and passenger drivers, firemen and guards, and of goods porters and passeno- e r 
poiteis, can be approximately distinguished. The cost of the provision of engines, goods trucks 
and passenger coaches, and the maintenance and repairs of equipment of this character, as well 
»- us tlle 0084 of passenger stations and goods yards and sidings with the charges for their main- 

tenance, may be attributed to the appropriate branch of traffic. But much of the expendi- 
ture is common, as in the case of the wages of signalmen and clerks, the cost of 
superintendence and administration, the original construction of the line and its General 
equipment and their upkeep, and no accurate adjustment can be made of such expenditure 
between goods traffic and passenger traffic. At the interim inquiry in July, 1920, Sir George 
Beharrell at our request prepared an estimate of the average cost over all' the controlled rail- 
ways of Great Britain of goods traffic and passenger traffic per train mile, but warned us that 
it could only be taken as being approximately correct. He divided the costs which were com- 
mon to the two services in the varying percentages which he considered most appropriate. This 
estimate for all the railways differed widely from a similar estimate furnished to us by the 
North Eastern Railway Company for its own line, and even more marked differences would 
have been apparent if, instead of the whole of a company’s lines, separate portions had been 
considered, of which some would have carried mainly passenger traffic and others mainly goods 
traffic. One of the witnesses appearing for the traders suggested a method of making the 
desired estimate, but when tested it failed to satisfy us. The fact that in no country is any 
estimate of the cost of carriage of goods traffic published is significant, It follows that for the 
purpose of fixing the charges to be made for the carriage of merchandise it is not possible to 
ascertain with certainty even the aggregate cost to a. railway company of the carriage of all 
the merchandise transported. 

When, however, an attempt is made to ascertain the cost to the companies of the carriage 
of any particular commodity or any particular consignment of goods it becomes impossible 
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(except in lare cases) to arrive even approximately at the expense to the railway. The 
circumstances differ in every ease. The length of haul, the quantity of the consignment, 
(lie other traffic offering \yill affect the individual cases, and the appropriate charges can only 
be fixed by reference to a principle of averages. 

A claim often made by the public that the proper course is to ascertain the cost to the 
companies of conveying merchandise and, after fixing a fair percentage of profit thereon, 
determine the rate to be charged by these factors alone must be rejected by reason of the 
impossibility of arriving at the true cost of carriage; but in addition to this ground a further 
objection arises from the following consideration. It will be seen when we come to consider 
the maximum limit before referred to, namely, the value of the services rendered to the 
trader, that some traffic will not bear its full share of the total sum to be raised by the rates, 
and .yet such traffic is profitable to the railway companies, and should not be rejected. 

Though it is not possible to fix the whole cost of the carriage of merchandise, railway 
experts can, from a study of the statistics in their possession, arrive at the “ net additional 
cost ” to the companies of increased traffic, that is to say, the additional cost which falls upon 
the railways by carrying any extra traffic which is offered when the lines are already in full 
operation. The actual expenditure involved in running an additional train carrying so many 
tons of merchandise is easily ascertained, if the elements common to other forms of traffic are 
omitted. In this cost (which we may call cost of haulage) will be included the wages of 
driver, fireman and guard, the cost of coal and oil, the wear and tear to the line and rolling 
stock (ascertained upon average figures), and the expense of loading and unloading. The 
other elements which are excluded are practically constants, where no large increase of traffic 
is in question. If, therefore, in the case of a railway company an opportunity arises of 
securing additional traffic, but the circumstances are such that this traffic cannot afford to pay 
the rates which, when distributed over the whole of the traffic would produce a proper revenue 
to the railway, the problem which the Goods Manager will have to put to himself will be : “ is 
the rate which the new traffic now. being offered can afford to pay such that my company will 
be benefited by accepting or rejecting it? ” The answer will be this. “ If the rate offered 
is not greater than the net additional cost of carrying the goods, it will not be to the advantage 
of my company to accept it; if, however, the rate offered is the best obtainable, and is 
appreciably greater than the net additional cost, it should be accepted, the company will be 
repaid the actual cost of carriage, and a balance will be received which will go towards meetiug 
the general charges of the line, and therefore there will be an advantage to the Company.” 

The principle of the case above suggested, although primarily applicable to the quoting of 
an exceptional rate, has an important bearing upon the fixing of rates for varying classes of 
traffic generally. There are some classes of traffic which cannot bear a rate much exceeding 
the actual cost of conveyance ; these therefore must not be charged the whole rate which would 
be necessary if the general expenses and interest on capital had to be raised from traffic of 
these classes alone, but by paying a rate somewhat in excess of the actual cost of conveyance 
they will make a useful contribution to the general expenses of the line. The amount which 
each class of traffic can be called upon to bear will vary according to its capacity to bear it. 
The principle may be expressed in figures thus : — If to pay all the expenses of the line 
together with interest on capital the aggregate of the rates must be 100 per cent, above the 
out-of-pocket expenses of handling and carrying all the traffic, it is quite proper and is in the 
circumstances necessary that the 100 per cent, should be provided in differing degrees by 
different classes of traffic, and it may be quite right that for one class of traffic the rates should 
be above the out-of-pocket expenses by only 20 per cent., for another by 50 per cent., for 
another by 100 per cent. — while the classes best able to pay should be charged 150 per cent, 
and 200 per cent, above the out-of-pocket expenses. This is no hardship upon the more highly- 
rated traffic. The moderated charges on the lower rated goods have made it possible that they 
should be carried by rail, and have thus secured a contribution to general expenses, reducing 
the amount which would have fallen upon the more valuable traffic if it had been compelled 
alone to provide for all the general expenses. Even in raw materials there is a large 
differential in value and capacity to bear the cost of transit ; no one will complain if the rates 
are not the same for low-grade iron ore worth 15s. a ton, raw cotton worth from £60 to £100 
a ton and raw silk worth over £2,000 a ton. 

The principle enunciated above has been recognised in all countries, and in this country 
is carried into practice by dividing merchandise into eight classes and fixing maximum rates 
upon an ascending scale, so that the rates are low in respect of goods whose value is small 
as compared with 'their weight, and rise as the value rises. The practice of the railway 
companies has carried the sub-division further and guided by experience their officials have 
quoted exceptional rates below these class rates in cases where they have considered that such 
reduced rates were necessary to secure and develop the traffic. 

In the light of these considerations it will be seen that in enunciating the first rule 
to the effect that rates must not be less than the cost to the railway of rendering the services 
those words must be taken with the qualification that it will suffice if the out-of-pocket costs 
of carriage are covered and a balance remains to contribute to the general costs provided that 
there is other traffic which can bear rates high enough to meet the remainder of the general 
costs. 

Coming now to the second principle, viz. : that the charges must in no case be more than 
the value of the services to the trader it is obvious that this is an absolute rule. If a greater 
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amount is asked the traffic will not pass. Colson defines the “ value of the service of trans- 
port ” as the “ augmentation of value which transport gives to the article, i.e:, the difference 
between the value of an object at the point of departure and its value at the point of arrival.” 
Thus coal has a greater market value at the factory where it is to be consumed than at the 
pit-head, grain has a greater market value in the flour mill than on the farm, merchandise 
in the shop than in the factory, fish at Billingsgate than at Great Yarmouth. This augmenta- 
tion in value is, in whole or in part, due to its transport from the place of origin to the place of 
use. The price paid for such transport must not exceed the amount of the augmentation in 
value. If there is only one source of supply the consumer will bear the whole of the cost of 
carriage, for whatever rate is charged for transport must be added to the cost of production in 
fixing the minimum selling price of the article and accordingly the carrier can demand his 
own price. But it is almost universally the case that supplies can be drawn from many 
sources and the selling price is affected by the lowest price at which goods of the same quality 
can be put on the market from whatever source they come, and the amount which the trader 
will pay for transport from a particular source of supply to the place of use is limited by the 
difference between the cost of producing the article at the point of departure and the market 
price at the point of arrival, fixed with reference to the lowest price at which the article can be 
procured from any source. If the cost of haulage from that particular source is greater than 
the difference, no traffic will pass from that source, if less, the difference in value will form an 
essential element in determining the amount which may be charged for transport from that 
source. A notable instance is to be found in America. Before the construction of railways 
and canals the cost of transport from the middle West prevented grain coming thence to the 
consuming centres and the sea ports. With the introduction of cheap transport the middle 
West of America became one of the great wheat supplying areas of the world. 

There is, however, also the case where a high rate may restrict the amount of traffic 
passing without wholly destroying or diverting it. More traffic will flow at a low rate than 
at a high one, and this raises the problem of what is the rate which will produce the greatest 
amount of profit to the railway. It may be that at a rate of (say) 10s. per ton, two thousand 
tons of traffic would pass giving the railway a profit of 4s. a ton, but at a rate of 12s. 6 d. per 
ton only one thousand tons would pass, and also that the profit would not be as much as 
6s. 6 d. per ton by reason of the greater relative cost of carrying the smaller tonnage. The 
increased rate in such a case would even if the profit remained at 6s. 6 d. per ton produce a 
reduced net revenue to the company. Whether at a rate of 8s. per ton, as much as four- 
thousand toirs would be likely to pass, is a question for the judgment of those who have to fix 
the rates. If they come to the conclusion that it would, they may fairly reduce the rate for 
the benefit of the trader while trusting to the economy resulting from handling the goods in 
large quantities to enhance the profits of the company. In all such cases the question whether 
an undue preference would be created has to be considered, a reduction in the rate charged 
to one trader will make it necessary to charge the reduced rate to all traders for the same ser- 
vice in the same circumstances. 

Another element must be remembered. The trader will adopt the method of carriage 
which is most favourable to him. If he can secure cheaper rates for carriage by w r ater or by 
road than by rail with equal convenience he will not avail himself of transport by rail and 
accordingly competition in carriage must be taken into account. It may be that greater speed 
will induce the merchant to prefer the railway if there is no great difference in the rate, but 
water carriage when possible and carriage by road will remain elements in the case which 
cannot be ignored. 

The cost to the railway company as a minimum and the value of the service to the trader 
as a maximum may come so close together that the rate to be charged is a matter in 
which there is not much room for difference of opinion. But on the other hand there are 
occasions when the cost to the railway company is very substantially below the price which 
the trader would consent to pay rather than be deprived of the opportunity of sending his 
goods by rail, and this is particularly the case when a single railway has a monopoly of 
carriage by reason of no competitive route existing by water, and the distance being too great 
for transport by road to be economic. When this state of things arises the trader requires 
protection from unreasonable demands being made by the railway companies. This pro- 
tection is afforded by the legislature imposing limits upon the charges for carriage by rail 
in exchange for granting to the railway companies powers to acquire land compulsorily, to 
cross highways or otherwise interfere with public and private rights. By the acquisition 
of these powders which are conceded only to a limited number of companies, the statutory car- 
riers become quasi-monopolists. The monopoly is not complete for other methods of car- 
riage are not prohibited and often two or more railway companies compete for traffic in 
[(articular districts, but it is a very valuable right and it is proper that it should be restricted 
in such manner that it shall not be abused. To effect this purpose Parliament has always 
when granting statutory rights for the construction of railways fixed by way of maxima 
limits to the charges which may be made by the companies for the services they render, but 
op to the present time has not laid down the actual charges. These limits have not been 
accurately assessed with a view to producing any specified net revenue for the companies and 
it has always been the companies’ business so to arrange their scales of charges within the 
fixed limits as to provide for the expenses of their undertaking and a profit for the share- 
holders. The experience of the goods managers has enabled them to adjust the figures so 
as to obtain profits without either killing the traffic or driving it to competitive carriers. 

A i 
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With an increase in expenses between the years 1914 and 1920 amounting to upwards of 
200 per cent, the limits previously imposed upon the powers of charging have become quite 
unsuitable. If companies are to be restricted in the future to the maxima which were reason- 
able in the past it would be impossible for them to earn any interest or dividends on the 
capital expended in constructing and equipping their lin'es and providing rolling stock or even 
to pay the costs of operating their business. It is now proposed that an independent authority 
should fix the charges to be made by the railways and this authority will be confronted with 
tbe task of making such adjustments as will not hinder the flow of traffic and yet will supply 
sufficient revenue to pay expenses and provide a fair return upon the capital invested. 

What has alread}' been said shows the difficulty of the problem of laying down the prin- 
ciples governing the fixing of rates for the carriage of merchandise by rail, and this difficulty 
is accentuated at the present time when the increase in the costs of operating railways is such 
that some competent authorities affirm that no increase in rates can put certain of the railways 
of this countiy in a position to carry on their business so as to secure a fair return upon the 
capital invested. These persons allege that to charge such rates as upon the present amount 
of traffic would- secure the necessary revenue will destroy the traffic and prejudice both the 
railway companies and the traders. If this be true the only remedy is in a diminution of costs 
involving if. necessary reductions in wages and salaries. The alternative is to close the rail- 
ways which would be disastrous alike to the traders and the persons employed. The fears 
referred to are not however established to our satisfaction, in regard to any part of Great 
Britain but m Ireland there may be grave danger of a breakdown. 

The problem therefore is so to distribute the charges over the various classes of traffic 
both passenger and merchandise as not to restrict the flow of traffic. This can only be done 
by dealing with the problem as a whole and placing upon the traffic which will bear it a high 
late while sparing as far as possible the traffic which might cease to pass if rated too heavily: 
his has been effected both m this country and abroad by dividing the traffic into a number 
of classes determined m the mam by the value of the articles and charging rates varying 
upwards as the value of the goods increases. ° 

In the lowest dass is placed coal and mineral ores. These usually pass in large quantities 
and are easily handled at low cost to the companies, so that both for this reason and on account 

Twf ?i aS TT red wlt V heil ' weight, they are properly carried at the lowest 
rw J T next iowest class come heavy; goods of somewhat greater value, and the scale 
thus ascends until m the highest class conic goods of small bulk but large value which can 
easily bear a high rate per ton. b 1 

Another element which must be taken into account in fixing rates is that the cost to the 
<-o pames of carrying goods a short distance is proportionately much greater than that of 
carrying the same quantities over a long distance. The actual cost of haulage wheToZ thl 
ei chandise is loaded m trucks and the trains are made up is comparatively small and the 

tr r 18 a f^ a11 part 0f the time upended in transportation, but the ter! 
unal costs and handling, including the cost of shunting a wagon into and out of sidings and of 

makmg up trains and the delay at either end of the transit afe the same in the case S a Ton. 
haul oi a short haul. It is not infrequently the case that a wagon has to be placed at the dis° 
posal of the trader for a number of days, while the actual time that it is in transit is only a few 
hours or on short hauls less than an hour. For these reasons the authorised charges made S 

mSuhi! r yS g ! Cat f I” th<3 fil ' St P ° rti0n ° f tlle llaul than for subsequent distances, 
and to meet this the scale of charges is tapered off for successive distances and special nro 

rmon * made for very short hauls by fixing a distance to be charged for as kmlntau “inaii 

enqulry held before us no one urged the abandonment of a classification of goods 
h lates varying upwards as the value of the goods increases or of tapering scales of charges 
for distance, and we unhesitatingly adopt these principles, noting, however that not only vine 
is to be taken into account in determining the class in which an article is to be placed ^ Othm 
considerations, such as the bulk compared with the weight, the risk of damage resulting in 
liability to the company and the cost of handling are elements in classif-vino- moiwP. r 

a r^r^e^efT f oT^^ter ^t age oflh’f 68 t0 be h char ^ ed “ res P ect of each class and each distance 
icservea loi a fatei stage of the enquiry by us or by some other tribunal 

Heretofore the classes have been eight in numher hsvinn- k 00 „ • , „ 

r ds ’ r/ be s c s‘ g s L nd dzi 

A and B are for quantities of four tons, with a provision that if , L asses 

a higher class rate shall be charged, the conveyance rate for goods in n Class q c a ffi for 
quantities of 2 tons, with a corresponding provision that if carried in lea " ’ 1S hi 
Class 1 rate shall be charged, whSe the^Lveyance rates ^ds 
are for any quantity, and are expressed at rates per ton with however extra h m 
for quantities up to 3 cwt. These provisions are proper as emouSLr fh* 
to send heavy goods in economic quantities, and we think that TL g -i + + 
extended. The railway companies have in practice quoted “ scale rates ” h 7 5°^* *o be 

allowed by law for various commodities subject tolSitf^tiSe 
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should not be less than a stipulated minimum. These “ scale rates ” are often referred to 
as Tariffs,’ and we recommend that in making future classifications the principle should be 
adopted wherever it is reasonably possible of conceding an advantage to goods sent in large 
quantities by placing them in a lower class subject to the condition that the quantity sent is. 
large. The appropriate conditions as to quantity for each of the various commodities is a 
question of detail which should be determined when the new classification is under 
consideration. 

Thus far we have spoken of rates as if they were charged for an individual service, but 
it is necessary now to distinguish the elements which make up the service and the appropriate 
methods of charging. 

The services rendered by the railway company to the traders might as an abstract pro- 
position be divided into accommodation and services, but it is not the case that the same 

amount of accommodation or of service is rendered on each occasion. Under the head 

ol accommodation might be included the provision of the line, the goods stations and 
w r agons or trucks for the use of the trader and their maintenance. Under the head 

of services might be included haulage (with the use of locomotives and brake vans) mar- 

shalling and. shunting of trucks, signalling, loading and unloading, covering and uncover- 
ing and clerical services. Traders, however, do not make use on all occasions of all these 
facilities. Thus, for goods in Class A, it is customary in England (exc'ept in the area served 
by the North-Eastern Railway) for traders to use their own wagons; traders who own private 
sidings do not as a rule make use of the goods stations and at private sidings and in some other 
cases loading or unloading is effected by the trader and not by the railway company. On the 
other hand, certain services are rendered to owners of private sidings which are not necessary 
for the general trader. 

It is more convenient, therefore, to divide the services rendered by the companies into 
Conveyance and Terminal Services, making a special heading for services rendered at or in 
connection with private sidings. Under Conveyance is included the use of the line and of 
wagons or trucks (except where a separate charge is authorised for wagons), haulage, and 
signalling on the running lines. These are provided for by charging a conveyance rate 
which we have seen varies with the class of goods conveyed and the distance of the haul. 
Terminals have up to the present been divided into Station Terminals, i.e., the accom- 
modation provided at goods stations, and Service Terminals, i.e., the services rendered in 
loading or unloading and in covering or uncovering trucks. Prima. facie, marshalling (i.e., 
putting wagons in station order) is incidental to conveyance and covered by the conveyance 
rate ; on the other hand sorting of wagons even at a station may be a service rendered at or in 
connection with a private siding or may form part of the station terminal. Station terminals 
have been charged on all classes of minerals and merchandise, but service terminals have not 
been charged on goods in Classes A and B unless the service has been rendered by special 
request. In each case the rate has varied with the class of goods, but in fixing terminal charges 
no account is taken of the distance of the conveyance. Neither form of terminal is charged 
in respect of goods dealt with on private sidings unless the owner avails himself of the station 
accommodation or services, but charges, which must be reasonable, are made for services 
rendered at or in connection with such sidings and in many cases these charges have been 
equal in amount to the terminal charges ; this is a matter of individual arrangement with a 
right of appeal to an arbitrator or the Railway and Canal Commission on tire question 
of the reasonableness of any charge demanded by the railway companies if the matter is not 
settled by agreement. 

In some countries this distinction between conveyance and terminal charges is not made, 
but we found no desire on the part either of the railway companies or the traders to depart 
from the existing British system, which appears to us reasonable and we recommend its con- 
tinuance in its present form, i.e.. that there should be a rate for conveyance, and separate 
rates. for station accommodation and services rendered at the terminals at each end of the 
transit, and that owners of private sidings should only be charged for the services actually 
rendered to them, the proper rates being fixed for terminal charges at the same time as the 
conveyance rates. 

Separate rates, must also be fixed for the carriage of livestock and for such articles as 
motor cars and carriages and exceptional classes of goods as is already done in fixing maximum 
charges in Parts II., III. and IV. of the Railway Rates and Charges Orders Confirmation Acts 
of 1891 and 1892. Those Acts also deal in Part Y. with Perishable Goods by Passenger Train, 
and in Part YI. with Small Parcels by Merchandise Train. Rates for these commodifies must 
come under the consideration of the Tribunal which fixes rates. 

The tolls charged to traders and others for the passage of then* engines and wagons over 
the lines of the railway companies have been governed up to the present by the special 
Acts of Parliament of the companies and were not dealt with by the Railway Rates and 
Charges Orders. Having regard to the rise in the cost of maintenance and signalling it will 
be necessary that these should be adjusted to meet present circumstances, and they should be 
brought under the jurisdiction of the rate-fixing authority. 

Up to the present time the railway companies have been under no obligation to carry 
by passenger train any goods other than the perishable articles mentioned in Part V. of the 
Railway Rates and Charges Orders, but in practice they have earned any article not of a 
dangerous character by Passenger train provided it has been of reasonable size and weight and 
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not open to any serious objection. The rates to be charged for carriage by passenger train 
should be subject to determination by the Rate-fixing Tribunal in the same way as the rates 
for carriage by goods train.. 

The Principle on which Railway Rates should be Fixed and the Method oh 

Fixing Them. 

In the Outline of Proposals as to the future Organisation of Transport Undertakings 
in Great Britain,” published by His Majesty’s Government in June, 1920 (Cmd 78/), it 
is stated under the head of Finance “ The Act of Parliament should lay it down that rates 
and fares shall be fixed at such a level as with efficient and economical management, will m 
the opinion of the prescribed authority enable railway companies to earn a net revenue 
substantially equivalent, on some pre-war basis to be settled in the Act, to the combined 
net revenue of all the companies absorbed in the group — the “ group being the amalga- 
mation of railway companies proposed in an earlier paragraph of the same document. 

In the paragraph headed “ Rate fixing Machinery ” is contained the following statement : 

“ The financial stability of the groups on the one hand, and reduction of rates on the othei, 
can, in the opinion of the Government, only be assured if there is adopted a procedure in- 
fixing rates which, whilst being flexible, will command the confidence of railways and 
traders . . . ” “ The first object of the revision will be to secure financial equilibrium 

to the railways of Great Britain as a whole, and it is anticipated that, having regard to the 
size and diversity of traffic conditions in each group, the revision in aiming at the result will 
also secure an approximate equilibrium within each of these groups .... The Govern- 
ment does not propose to give to the companies any financial guarantee. It proposes to 
set up a flexible rates machinery which will enable appropriate charges to be levied, and 
to leave the railway companies to rely upon this machinery for the maintenance of the 
financial position of the groups at the level agreed.” 

It will be seen from the following statement of the practice which has hitherto obtained 
in regard to fixing rates that a new departure is thus inaugurated and both new principles and 
new machinery will have to be considered. 

It is of primary importance to take note at the outset that a totally different aspect 
is placed upon the problem of fixing rates when the principle is adopted that an independent 
authority shall secure to the railway companies a net revenue of a specified amount. Under 
the practice in force up to the present the railway companies have been concerned to get as 
much income as was possible, and the traders were concerned both individually and as a whole 
to secure as low rates as could be obtained either by negotiation with the railway companies or 
by the interference of the legislature. Each railway company, moreover, had the strongest 
motive to draw traffic from a rival company to its own line, and the traders welcomed the 
most extreme railway competition which resulted in advantages to them in the form of 
exceptional rates or increased facilities ; save in so far as special rates might favour a rival 
in business the traders had no reason to object to the most liberal concessions being made 
by the carriers of merchandise to all who might ask for them. But as soon as it is established 
that rates are from time to time to be so fixed that the railway companies (subject to the 
obligation of providing good management) are secure of receiving adequate net revenue, they 
have a much smaller concern in the question of lowering particular rates or classes of rates 
being satisfied that the aggregate will be made good to them from some other source, while 
the traders generally have become deeply interested parties to the discussion seeing that for 
the first time wherever a diminution of revenue is caused by concessions to one class it will 
have to be made good by throwing the burden to the rest of their body. In other words, 
whenever a proposal is made in the general revision of rates for favourable treatment for any 
class of commodities the general body of traders have a greater interest in opposing it than 
have the railway companies. Indeed, but for the fact that the knowledge and experience 
of the railway companies’ officials is necessary to secure a scheme that will work smoothly 
and efficiently those companies might stand on one side and say : “ Let the traders decide 
among themselves how they desire that the necessary revenue should be raised.” 

A further matter to be noted is that many precautions which were necessary when the 
actual rates to be charged were fixed by the railway companies themselves become superfluous 
when an independent body is to fix the rates with the assistance of the traders, who in course 
of time will come to realise that they are primarily interested as above noted in seeing 
that unduly favourable treatment is not granted to anybody, and that any general concession 
allowed in one direction must be compensated by a corresponding increase in rates in another 
direction, points of view which during the enquiry before us did not appear to be fully present 
to their minds. 



The Past History of Rates and the Present Position 

The past history of railway rates and charges may be briefly stated as follows : — -As each 
railway company was incorporated the Statute which incorporated the company and gave 
it compulsory powers of acquiring land for the purpose of its railway, following the principle 
adopted in the case of canals, contained a schedule setting forth the principal commodities 
which would be the subject of traffic, divided into classes and specifying the maximum rates 
per ton per mile which the company might charge for each class. Within these maxima the 



11 







company was at liberty to charge such rates as it thought fit. Each railway, under its own 
Acts, had its own schedule for the classification of goods and its own maximum scale of rates 
and charges, and these were to a large extent maintained as separate classifications and separ- 
ate scales, even when several railways were amalgamated into one undertaking, although in 
practice the railway companies to a large extent by agreement standardised their working 
classifications adding very largely to the number of articles specified and adopted identical 
rates as between competitive points. It is said that the number of Acts of Parliament 
giving powers of charge in the year 1888 was not less than 900, and that it was prac- 
tically impossible for a trader to ascertain the actual maximum which a railway company 
was entitled to charge. By the Bailway and Canal Traffic Act, 1888, provision was made 
for the adoption by each of the then existing railways of unified classifications 
nnd revised scales of maximum rates and charges by means of Provisional Orders to 
be subsequently sanctioned by Acts of Parliament, and in the years 1891 and 1892 thirty-five 
Baiiway Bates and Charges Order Confirmation Acts were passed, covering all the railways 
°! the United Kingdom adopting a uniform classification of merchandise divided into eight 
classes indicated by the letters A, B, C and the numbers 1, 2, 3, 4 and 5, based largely on 
the existing working classifications of the railw T ay companies, and scales of maximum rates and 
charges for the conveyance of goods which while not identical for the various railways, had a 
substantial amount in common, particularly in regard to the merchandise contained in the 
classes 1 to 5. These scales were constructed on what is commonly called the cumulative 
principle with a “ tapering ” off of the charges as the distance increased, the critical distances 
being on most of the English and the Irish lines for all classes : — the first twenty miles, the 
next thirty miles, the next fifty miles and the remainder of the distance, while for classes 
A, B and C on the North Eastern Bailway and the Scottish railways the critical distances 
were the first ten miles, the next ten miles, the next fifteen miles and the remainder of 
the distance, and on the North Staffordshire Bailway the first ten miles, the next ten miles, 
the third ten miles and the remainder of the distance. 

The variations in the authorised maximum charges were to be found not only when one 
l ail way was compared with another, but also as between one portion of a railway and another 
portion of the same railway, higher maxima being allowed in respect of portions of a line 
specially costly to construct or specially expensive in operation, or to avoid making undue 
reductions in revenue. The variations are mainly observable in mineral and other heavy 
traffic comprised in classes A and B, specimens of which appear in the following Table of 
the maximum rates chargeable for class A on the main portions of the lines 



L. & N.W.R. ... 

G.N.R 

G.W.R 

G.C.R 

L. &Y. R. 

G.E.R 

M. R 

L. & S.W.R. ... 
L.B. & S.C.R. 

S.E.R 

L.C. & D.R. ... 



First 
20 miles. 




1 

} 



Per ton 
per mile. 

d. 

•95 

1-0 

1T5 



Next 
30 miles. 


Next 
50 miles. 


Remainder 
of Distance. 


Class. 


Per ton 
per mile. - 
d. 


Per ton 
per mile. 
d. 


Per ton 
per mile. 
d. 




•85 


•50 


•40 


Class A. 


•85 


•50 


•40 


Class A. 


•90 


•45 


•40 


Class A. 



1-50 



•95 



•75 



•60 Class A. 



1-50 



•90 



■75 



•60 Class A. 



But special portions of some of the above railways have differing maximum rates. 

In the classes relating to merchandise (classes 1 to 5), although generally the maximum 
rates are identical, differences exist in some cases, e.g. : — 



— 








Fii st 
20 miles. 


The next 
30 miles. 


The next 
50 miles. 


The 

Remainder. 


Class. 


The General Rate 

L. & S.W.R 

L.B. & S.C.R 








2-20 


1-85 


1-40 


1-00 


Class 1 . 


L.O. &• D R 

S.E.R. 








2*25 


1 '90 


1-65 


1-35 


Class 1. 


The General Rate 

L. & S.W.R 

L.B. & S.C.R 








2'G5 


2-30 


1-80 


1-50 


Class 2. 


L.C. & D.R 

S.E.R 








2-75 


2-35 


2-05 


1-65 


Class 2. 



Eor the N.E.B. and Scottish Bailways the maximum rates authorised include provision 
of wagons for traffic in Class A, which fact differentiates them from the other English Bail- 
ways, and for -Classes A, B, C, different distance criteria are adopted which add to the 
confusion in comparing rates. 
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For all the railways, however, the same maxima were fixed in respect of the charges 
which might be. imposed for station terminals, and for loading, unloading, covering and un- 
covering, with an unimportant exception in the case of station terminals on traffic between 
Glasgow and Edinburgh on the Caledonian and North British Railways. 

Other parts of the Provisional Orders fixed maxima for the animal class, carriages, 
perishable goods by passenger train and small parcels by merchandise train, while for 
exceptional goods as defined in Part IV. the Company was authorised to charge “ Such 
reasonable sum as the Company may think fit in each case.” 

It will be observed that as compared with the Acts authorising the undertakings a very 
■considerable step was taken in 1891 and 1892 towards uniformity so far as maximum rates 
were concerned. 

So far the principle was maintained that provided the maximum was not exceeded 
the Company was left at liberty to fix such rate as it considered best suited to provide it 
with the largest income. 

In 1894, however, for reasons which need not be discussed here, Parliament saw fit 
to impose a further limitation, enacting by the Railway and Canal Traffic Act, 1894, that 
where a railway company since 31st December, 1892, had increased or should thereafter increase 
any rate or charge, then if any complaint be made that the rate or charge is unreasonable 
it shall lie upon the company to prove that the increase of tha rate or charge 
is reasonable, and for that purpose it shall not be sufficient to show that the rate or charge 
is within the statutory limit, and the Railway and Canal Commissioners were given jurisdiction 
to hear and determine any complaint with respect to any such increase of rate or charge. 
The interpretation placed upon this Act by the Railway and Canal Commissioners has become 
such that for the purpose of justifying an increase in any particular rate complained of 
it is necessary for the company to produce evidence that the cost of carrying the particular 
goods in question has increased since the 31st December, 1892, to an extent sufficient to 
justify the increase in the rate, it not being sufficient to prove that an increase in their general 
expenses or a decline in their general revenue makes it incumbent on the Company to 
make an increase on such rates as can best bear it. This Act as so interpreted has 
accordingly had the effect of making any increase by the companies in the rates in force 
on 31st December, 1892, a matter of extreme difficulty, and practically of constituting the 
rates in force at that date the maximum rates which the Companies can charge except 
so far as increases are allowed by the Railway and Canal Traffic Act, 1913. 

The Act last mentioned illustrates the great difficulties attaching to any increase being 
made in rates and charges by the companies. When the railway strike of 1911 occurred 
the Government made a promise to the railway companies that if they made concessions to the 
lailway men an Act should be passed allowing increases within the maximum powers to be 
made in the rates and charges for the purpose of recouping the additional expense. Notwith- 
standing this promise the Bill to give effect to it was opposed in Parliament and did not become 
law until 1913. The Act provided that where upon any complaint made under Section 1 
of the Act of 1894 the railway ■ company proved that there had been a rise in the cost of 
working the railway resulting from improvements made by the company since 19th August, 
1911, in the conditions of employment of their labour or clerical staff, and that the particular 
increase complained of is part of a general increase made for the purpose of meeting the rise 
in cost, and that the proportion of the increase allocated to the particular traffic in question 
is not unreasonable, the Commissioners shall treat the increase of rate or charge as justified. 
It will be observed how limited this power is. In pursuance of the Act the railway companies 
increased various rates and charges (mainly exceptional) by 4 per cent, as from 1st July, 1913, 
and complaints being made, they were not disposed of until the present year (1920), the delay 
being only in part due to the War. 

The enormous increases in cost which have come into operation during the period since 
the outbreak of war, rendered it impossible for the railways to continue their operations 
profitably unless the rates, charges and fares which they are entitled to charge were greatly 
increased and temporary expedients were necessary under the powers contained" in the Defence 
of the Realm Acts and the Ministry of Transport Act, 1919, to enable the railway companies 
to increase their charges sufficiently to meet such expenses. 

The principle observed in the past has therefore been that Parliament fixed maximum 
rates which might not be exceeded, but each railway fixed the rates which were actually 
to be charged, and did in fact fix a very great number of rates substantially below the 
authorised maxima. Thus it happened that each railway company was responsible for securing 
an adequate revenue by the exercise of sound judgment in determining the rates to be charged, 
and taken as a whole the railway companies were so far successful in the conduct of their 
business that the stocks and shares which represented their capital commanded on the Stock 
Exchange prices which approximately equalled the capital actually invested although some 
companies failed to reach this- standard and others exceeded it. 

The enormous increase in expenses before referred to has made it impossible that the old 
maxima should remain in force, and from the “ Outline of Proposals ” above referred to it 
appears that the policy of His Majesty’s Government is that in future there shall be an 
independent rate fixing authority which will determine what are to be the rates charged 
vvitb powers from time to time to vary their amount, and with instructions from Parliament 
to fix the rates at such a level as will enable the railway companies to earn a net revenue 
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substantially equivalent to that which they earned before the war — though these words must 
be read with some qualifications which will be discussed later. 

The rate fixing authority is to be one which “ will command the confidence of railways 
and traders.” We will hereafter consider the constitution of such an authority. 

Class Rates, Scale Rates, Exceptional Rates. 

In the questions submitted by the Ministry of Transport to the trading community 
were the following : — 

(2) Should a single scale of rates be fixed for all railways in England — should 
the same scale apply to Scotland and Ireland as to England? ” 

(12) Shook! traffics for which exceptional rates are now given continue to 
be so dealt with, or should they be specially provided for, either in the classification 
or by scales of rates.” 

To appreciate fully these two questions and the answers hereafter referred to it must be 
borne in mind that as before mentioned, the Provisional Orders Confirmation Acts of 1891, 1892, 
fixed maxima for the various railways which were not identical, and that the railway companies 
in practice earned an immense quantity of traffic at rates substantially below these maxima, 
as well as carrying certain goods (mainly in the merchandise classes 1 to 5) at rates which 
equalled or were close to the maxima. These latter are commonly called “ Class Rates.” 
The rates below the class rates are called “ Exceptional ” rates. The railway companies 
had, however, a practice of adopting certain general principles for allowing rates below 
the class rates for specified commodities subject to particular conditions, and had an under- 
standing between themselves to facilitate the quotation of through rates for these commodities. 
They had in connection with certain traffics a printed but unpublished table of “ Scales 
and bases for fixing rates for interchange traffic,” but were careful to note upon it that 
‘‘it is understood that the companies are not necessarily bound by the scales appended 
hereto in agreeing to proposals for new or revised rates ” and each table was headed by 
the words “ To be used simply as a guide upon which rates may be arranged under normal 
circumstances.” A very large number of rates were fixed by the respective companies both 
for local and for through traffic more or less in accordance with these scales, and came 
to be known as “ Scale Rates.” It must not be assumed that the scale rates were at 
all uniform. A diagram was produced to us showing certain grain rates, cement rates and 
pig. iron rates actually granted by the North Eastern Railway, and disclosing great variations 
on either side of an average rate or of the scale which had been used as the basis of 
quotation and we were told that upon other railways the complications were even greater. 

A third set of rates are those which are sometimes called “ Exceptional Exceptional ” 
rates, being rates quoted having regard to the particular circumstances of each case, very 
often brought into existence by the pressure of competition either by other railways 
indirectly or water transport, or adopted in consequence of specially favourable conditions 
existing owing to the quantities carried or for other reasons. If we adopt the names “ class 
rates ” for those at or near the maxima and “ scale rates ” for those fixed with reference 
to the private scales, we may reject the duplicate nomenclature and call all other rates 
“ exceptional rates ” 

Another very material fact must be borne in mind, namely, that about 75 per cent, 
of the total traffic, other than coal and coke, on the railways is carried either at scale rates or 
exceptional rates, and that the number of scale and exceptional rates runs to many millions — 
nor can this be wondered at when it is remembered that there are some 7,000 railway stations 
in the United Kingdom, and a rate may be required from any station to any station. 

To the questions propounded by the Ministry of Transport as above set out the Associa- 
tions consulted sent replies which may be summarised as follows : — That maximum rates 
should be fixed on a uniform basis and on continuous mileage as for one railway throughout, 
but that with regard to Raffles for which exceptional rates are now given the present practice 
should be continued. Both railway companies and traders told us that it is impossible to abolish 
the practice of granting exceptional rates ; they stated that circumstances vary so largely that 
great injustice would be done by putting the rates for all places upon the same basis, and 
that many industries have been built up on existing exceptional rates, and would be crushed by 
competition if deprived of the benefit of low rates, while in other cases whole districts depend 
upon exceptional rates to place their goods on certain markets. 

When the traders came to give evidence it appeared that they desired that 
a tribunal (whether Railway and Canal Commission or the new tribunal) should fix the stand- 
ard rate to be charged, and were generally opposed to the idea that the railway companies 
should have power at their own discretion to fix even the exceptional rates. They did not ap- 
pear ever to have faced the problem that if any tribunal were to undertake the task of investi- 
gating separately forty or fifty million rates (such as are said to exist) the time occupied would 
exceed the span of human life ; nor to have realised that to fix maxima would be no 
real protection to traders when 75 per cent, of their traffic is being carried at scale or excep- 
tional rates well below the maxima. Even an Act similar to that of 1894 would be but a s m all 
protection to them for the railway companies in present circumstances are bound to raise all 
their rates and could enforce the new rates subject to individual complaints which would have 
to be considered by the Board of Trade before coming to the Railway and Canal Commission, 
and would, therefore, occupy a great number of years in hearing. 



14 



Traders and others, however, continue to express the desire that rates should be so far 
simplified that a consignor on being furnished with a table of distances from station to 
station and a scale of mileage charges should be able to know what the appropriate charge 
would be for any consignment desired to be sent, a wish wholly inconsistent with the main- 
tenance of scale or exceptional rates for 75 per cent, of the traffic transported. 

But a stronger reason than the mere desire for simplification of rates exists for the 
abolition of a large section of the existing exceptional rates, namely the effect which certain 
very low rates has upon transport by sea. This will now be considered. 

Sea Transpoet as affected by Exceptional Railway Rates. 

Transport in the United Kingdom must be divided between rail transport and road and 
water transport, the latter including traffic by the vessels trading coastwise and that carried 
over canals. The configuration of the British Isles is such that while its canal traffic is 
moderate as compared with the like traffic on the continent of Europe, the amount carried 
coastwise is proportionately very large. Evidence was given to us by Sir Norman Hill 
that of the total population of Great Britain 34 per cent, live in or within fifieen miles 
of seven of the big ports (London, Liverpool, Manchester, Hull, Bristol, Glasgow and Leith), 
a further 14 per cent, in or within fifteen miles of other ports and a further 13 per cent, 
live in districts which are served by effective canals leading from ports. This shows that 
upwards of 60 per cent, of the population of Great Britain have to a greater or less degree 
had the benefit to be derived from water transport. The same witness pointed out that 
of the enormous imports coming to this country from overseas, a very large portion arrived 
at some twenty ports which were capable of docking large steamers and was distributed 
thence coastwise to some fifty-five smaller ports. Actual figures showing the tonnage carried 
coastwise are not available, but the figures for the tonnage of shipping entered and cleared at, 
ports of the United Kingdom give the following results, as the annual average for the years 
1910-1914. (The tonnage of goods would be substantially greater.) 



Entrances . 

Eoreign Trade 
Coastwise 



73.050.000 Tons. 

33.540.000 ,, 



Clearances . 

Foreign Trade ... ... ... ... ... 73,000,000 ,, 

Coastwise ... ... ... ... ... 33,160,000 ,, 

For the year 1913 the total tonnage conveyed over canals (including those controlled 
by the railways) was 34,567,000 tons, but this includes a certain amount of duplication in the 
case of traffic carried over more than one canal. 

The tonnage of minerals and merchandise originating on the systems of the respective 
railway companies carried in 1913 was 372,037,000 tons. 

In early days there was a fierce competition between the railway companies and 
the carriers by water, and the former, except in cases where arrangements could be made 
with the shipowners, undoubtedly cut their rates wherever there was competition with water 
transport, charging less on these routes than upon inland routes where no such competition 
was possible. The rates fixed in those days have in the main continued to the present time, 
in part, as a result of the Railway and Canal Traffic Act, 1894. The Royal Commission on 
Canals and Inland Navigation reporting on 4th December, 1909, gave striking instances, e.g., 
from Hull to York, where there is effective water competition, the railway rate was in respect of 
sugar 36 per cent, below the maximum, but the maximum was charged for the same article 
from Liverpool or Birmingham to York, there being no such competition. The railway rate 
for grain from Bristol to Worcester, 66 miles, was 7s. per ton, from Bristol to Oxford for the 
same distance the rate was 9s. 10d. , there being no alternative route by water. From Hull to 
Nottingham the route by water is efficient, and the railway rate for grain worked out at l'Q2 
pence per ton per mile. From London to Nottingham the communication by canal was poor, 
and the railway rate for grain was K39 pence per ton per mile. From Peterborough to 
Nottingham there was no practical route by canal, and the railway rate was 1’94 pence per ton 
per mile. We also learned that the class rate for grain from London to Yarmouth is 12s. per 
ton, while the exceptional rate actually charged is 6s. per ton. Other instances given us are 
Bristol to Birmingham (92 miles) grain rate 12s. Qd. per ton, rate for deals 12s. 9 d. per ton, 
Liverpool to Birmingham (90 miles) grain rate 16s. 4 d. per ton, rate for deals 18s. 9 d 



per ton . A table of comparative 


rates from port to port 


was supplied to 


us by Sir Norman 


Hill from which we pick out the following extreme cases : 










Class Rate. 


JE.i ccptional Rate. 


Liverpool to London... 


Soap 


28s. 1(M. ... 


18s. 2d. 




Skins 


52s. 6d. 


26s. Or/. 




Tea 


39s. 4 cl. 


26s. Or/. 


Liverpool to Llanelly 


Canned Goods 


34s. Id. 


16s. Cut. 


London to Glasgow ... 


. Starch 


53s. 9 d. 


31s. 2(7. 




Margarine ... 


53 s. 9d. 


31s. 2d. 




Paper in Cases 


75s. 5 d. 


31s. 2d. (S. to S.). 




Rum and Whiskey... 


75s. 5(7 


31s. 2d. (S. to s.y. 




Tea ... 


75s. 5 (/. 


44s. 2d. 


Glasgow and Plymouth 


. Paper and Stationery 


81s. 6<7. 


48s. 6rZ. 


Glasgow and Southampton .. 


Rum and Whiskey... 


81s. 6i7. 


36s. 5d. (S. to S.). 
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We do not attempt to determine how far the competition was proper. The supporters 
of the shipping industry criticise it in no measured terms. Sir Norman Hill says : In the 

main it is the action of the railway companies which has strangled the development of distri- 
bution by sea. Their action has gone far to paralyse enterprise. It has discouraged both the 
big and the small ports in making adequate provision for the coasting trades. It has kept 
capital out of the trade.” On the other hand, the railways contend that the competition was 
nothing but a legitimate attempt to secure traffic which showed a profit and that to have 
maintained identical rates for inland traffic and for traffic which was subject to water 
competition would have resulted in the loss of the competitive traffic, and in the necessity 
of raising the rates for the diminished traffic which was left to them. Competition of: this 
sort is in our opinion legitimate. Competition aimed at destroying the competitor we would 
condemn. 

Whatever may be the correct view of the position before the war, a complete change 
was effected by the conditions which have existed since 1914. The cost of transport has 
increased to a very great extent both by land and by water, and the increase has fallen much 
more heavily on the carriers by water, and in particular upon the canal traffic. The rise 
in wages and the reduction in hours of labour have disproportionately added to the cost 
of transport by canal where the number of tons carried compared to the number of men 
employed is small, and the practice of breaking off work at the end of the shortened day 
has practically doubled the time occupied in a journey, while for vessels trading coastwise 
the enhanced charges at dock and wharf and the great increase in the cost of coal and of 
labour has made profitable competition with the railways at the present rates very difficult 
if not impossible. 

It was not until the 15tli January, 1920, that rates and charges for the carriage of goods 
by rail were put up to a standard which would enable the companies to carry on their business 
on a commercial basis and the increase then made was mainly by percentage so that the excep- 
tional rates in existence remain below the class or scale rates in practically the same propor- 
tions as before. Up to that time the State under the guarantee given to the railway companies 
took the risk of loss from the maintenance of rates at their pre-war standard ; the effect of this 
was a transference to the railways of an enormous traffic previously carried by sea. To some 
extent the coastwise trade was benefited by subsidies granted in respect of overseas goods con- 
veyed coastwise by water, but. such subsidies are very undesirable and have been discontinued. 
From the 1st September, 1920, there has been a further increase in railway rates to meet- 
increased expenses, but water carriers are suffering even more than the railways from en- 
hanced costs coming into operation during 1920. 

We were assured by the witnesses called before us on behalf of the shipping industry, and 
we fully accept their evidence, that transportation by water cannot be effectively continued if 
the rates and charges of the railway companies, fixed low by reason of water competition, are 
not brought up much closer to the standard adopted for inland transport. Among the figures 
which we have obtained were the following showing the decay of water traffic during the war : 



Great Britain. Ireland. 

Coasting tonnage entrances : Tons. Tons. 

1910-14 (average) 21,870,000 11,670,000 

1919 10,170,000 9,730,000 

Canals (including railway controlled) : 

1913 ‘ 34,040,000 527,000 

1919 21,696,000 373,000 



These figures show that notwithstanding the subsidy above referred to transport by water 
suffered severely, although it must not be forgotten that the vessels engaged in coastwise traffic 
before the war were enabled during 1919 to take part in highly remunerative operations 
between England and the Continent. 

The foregoing shows that it is of first-rate importance that the exceptional railway rates 
which were brought into operation to meet competition by water should not be continued or 
form the basis of new rates, if carriage by coasting vessels and by canals is to be preserved, 
which in our opinion is essential. The shipping industry involved in the coastwise trade is a 
very important one, and the preservation of alternative routes from port to port is of great 
moment to the trading community. Moreover, we do not think it at all desirable that 
the railways should be free from the wholesome incentive to efficiency afforded by the need 
for meeting water competition. 

We find, however, the greatest difficulty in distinguishing between exceptional rates 
which owe their origin to water competition and those which have arisen from other causes. 
The problem is not solved by dealing only with rates between port and port. The charges 
to places in the neighbourhood of sea ports are affected by the competition as well as those 
to the ports themselves, and even as between ports there may be other grounds for granting 
exceptional rates than the existence of water competition. 

We invited suggestions from the parties interested for the solution of the difficulty, and 
for devising some scheme, which might facilitate the abolition both of exceptional rates no 
longer required to meet water competition and of those which have become obsolete for other 
reasons, but did not get much assistance either from the traders or the railway companies. 
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We put forward a suggestion that most of the exceptional rates might be merged in 
tariffs constructed upon the principles on which the scale rates have heretofore been fixed, 
but were told that there would still remain a very large number of exceptional rates, which 
could not be covered by the tariffs and received no advice as to how these could be disposed 
of The railway companies were willing to assist in the compiling of such tariffs and to 
produce a scheme for discussion with the traders, and while stating that they considered this 
the best plan available, they did not think it would go very far towards overcoming the 
difficulty. 

We are convinced of the importance of preventing the continuation of such an enormous 
number of rates as now encumber the rate-books, and particularly of putting an end to excep- 
tional rates arising from water competition and other obsolete rates. 

SCHEME FOE FIXING STANDARD BATES AND METHOD OF DEALING 

WITH EXCEPTIONAL RATES. 

Starting with the assumption that the proposals set forth in H.M. Government s 
‘ ‘ Outline of Proposals ’ ’ to the effect that a new Rate-fixing Authority shall be set up and that 
tolls, rates and charges are to be fixed by that body at such a level as to enable the railway 
companies to earn a specified net revenue are to be carried into effect, we propose to make 
recommendations as to the method of bringing into force the new standard rates, tolls and 
charges and of dealing with exceptional rates, reserving for later consideration 
the character and constitution of the Rate-fixing Authority which we shall refer to 
as the “ New Tribunal.” With a view, however, to effecting a saving of time in bringing the 
scheme into force we propose that some part of the woi’k shall b'e entrusted to the present Rates 
Advisory Committee, which may be able to complete one or more portions of the task before 
the New Tribunal is set up. 

We make the following recommendations : — - 

The railway companies should prepare tables or schedules of minerals and merchandise 
divided into such a number of classes as they consider advisable (the number being, we are 
advised, probably twenty-one), and should specify in such classes the various articles of 
commerce (including dangerous goods) in a manner similar to that now adopted in the general 
railway classification of goods by merchandise train, but with the addition that where they con- 
sider it desirable that special provision should be made for the carriage of any commodity subject 
to conditions as to quantity or otherwise upon more favourable terms than when carried without 
conditions, such commodity with the condition attached should be included in a different class 
from that in which the same commodity is carried without condition. For instance, bricks 
might be placed in one class when carried in less than 6-ton lots, but in a lower 
class when carried in 6-ton loads. Fruit and vegetables might be in one class when carried 
without condition as to quantity and in a lower class when carried in. 1-ton lots, and a yet 
lower class when carried in 2-ton lots. This would have the effect of incorporating into the 
classification the 11 scale ” charges already in use and the tariffs of which mention has 
already been made. The preparation of these schedules was at our request taken in hand by 
the railway companies and we are informed that such schedules, which may be called the 
proposed new classification, but will not include the schedules of dangerous goods, can be made 
ready for publication by the end of the present year. 

As soon as these schedules are ready they should be published and put upon sale at 
convenient places, and the traders of the country should be given an opportunity of lodging 
objections to the proposed new classification. 

In the first instance it will not be possible, to state definitely what will be the. ton mileage 
rates to be charged for the carriage of goods in each of the new classes that being a matter 
which must be ultimately decided by the new tribunal having regard t.o the amount of 
money to be raised, but it is to be generally understood that the twenty-one new classes 
will substantially be subdivisions of the eight old classes designated A. B. C. and 1, 2, 3, 4, 5, 
and that the total range of variation between the highest and lowest of . the new classes 
will be approximately the same as that between maxima authorised for the. highest, and lowest 
of the old classes, the difference between these being distributed over the intervening. classes. 

Any objections which may be raised by the traders to the' proposed new classification 
should be considered by the Rates Advisory Committee or the new tribunal if it has 
come into office, and the final new classification be authoritatively fixed. 

As soon as the terms of the new classification are known the railway companies should 
be directed to prepare scales of rates to be attached to the new classification and . submit 
them by a given date. for consideration by the expert advisers of the Ministry of Transport. 
Every effort should be made to render these scales uniform as between the companies and 
when the need of providing income prevents this the variations should be confined to as 
few classes as possible. The scales should be reported upon by the experts and the whole 
matter should then be considered by the new tribunal, who will, fix the scales of rates actually 
to be charged, having in mind the amount of money which is . required to . be raised by the 
putting in force of such rates. The actual conveyance rates will be determined by applying 
the scales to' the distance over which the traffic is to be transported. . ... 

The schedules for dangerous goods should be prepared and dealt with similarly at as early 
a date as possible. 



17 



In addition to the general classification and the scales of rates applicable thereto , it wi 
be necessary that schedules should be prepared following the lines of the Rates and Charges 
Orders which fixed maxima in 1891-1892, and dealing with : — 

(1) The terminal charges to be made for accommodation provided and for services 

rendered at either end of the conveyance. (See Pail I. of the Railway a es 

and Charges Orders.) 

(2) The rates and charges to be made for Animals. ( See Part II. of the Railway 

Rates and Charges Orders.) 

(8) The rates and charges to be made for Carriages. ( See Part III. of the Railway 

Rates and Charges Orders.) ( * 

(4) The rates and charges to be made for Exceptional Classes of Goods. (See Part 

IY. of the Railway Rates and Charges Orders.) . 

(5) The rates and charges to be made for Perishable Merchandise by Passenger Tram. 

(See Part Y. of the Railway Rates and Charges Orders.) 

(6) The rates and charges to be made for Small Parcels by Merchandise Tram. (See 

Part YI. of the Railway Rates and Charges Orders.) 

(7) The rates and charges to be made for General Merchandise which were not the 

subject of any provision in the Railway Rates and Charges Orders. . 

(8) The tolls to be charged for the use of the railway lines and for other services which 

have until now 7 been governed only by the Special Acts of Parliament. 

These with the exception of Nos. 1 and 4 (which will be discussed hereafter), weie not 
the subject of controversy in the enquiry held before us, and except as regards these two 
groups no principle appears to be in dispute, but the amounts of the charges to be made 
must be settled by the New Tribunal to bring them into their proper proportion to the general 
rates and charges to be brought into operation. There appears to be no reason why the 
scheme of the present schedules should not be adopted under the above headings, except tha 
the traders desire that one or two articles should be added to the list of Perishable Merchandise 
bv Passenger Train (Item No.. 5), and the railway companies are ready to consider and if 
possible agree upon these. In the event of an agreement not resulting the question should b^, 
disposed of at the same time as the New Classification is set up. 

The question of Item. Ho. 1 (Terminals) is dealt with in a> sepaiale heading of this Import, 
where it will be seen that we do not recommend any change in the present method of dealing 

with Terminals. . 

The questions raised upon Item No. 4 include the question whether the companies should 
be sole judge as to what goods are to be classed as dangerous, upon which we express 
our opinion in advising upon the powers to be conferred on the New Tribunal. We have above 
advised that schedules of dangerous goods should be prepared and submitted to this Committee 
or the New Tribunal. As regards the other headings in Part IY. of the Railway Rates and 
Charges Orders, the traders desired that the various commodities comprised in this Schedule 
should be specifically enumerated in the general classification, and the charges foi carnage ex- 
pressly fixed In our opinion, however, the conditions under which these commodities have to 
be carried vary so greatly that it would not be practicable to specify the particular charges to be 
made, with the exception, however, of those cases where the railway companies have already 
inserted them in the working classification, and we consider that the charge should as now be 
described as “ Such reasonable sum as the company may think fit in each case,” but that it 
should be open for any trader concerned to apply to the New Tribunal to determine whether 
the sum charged or proposed to be charged is reasonable. 

It should be enacted that when the new Standard Tolls, Rates and Charges are brought into 
operation, the railway companies shall not make any greater charge to the trader, and it should 
be understood that these are to be the charges in general use. Later on we discuss and make 
recommendations as to the granting of exceptional rates below the standaid rates and what 
limitations should be put on the companies’ powers in this respect. 

Variations of Rates and Charges Upwards or Downwards. 

When the classifications and rates have in the first instance been fixed, we recommend 
that the new tribunal should have power from time to time to vary either the classification or 
the class rates and charges or any exceptional rates which may be in force, and that subject to 
o-iving due notice of their intention to consider the question of such variation, and a reasonable 
opportunity to the parties interested to be heard this power should be unrestricted, and should 
extend to increasing or reducing the rates and charges as a whole or any specific rates or charges 
or any classes of rates or charges or to altering the conditions attached to any lates 01 charges, 

and these powers should extend equally to tolls. . 

We shall in future when speaking of rates intend to include tolls and charges unless the 

context indicates a different intention. 

The occasion for varying the rates generally may arise either by reason ot the revenue 
produced by such rates proving to be greater than is required for providing the desired net 
revenue for a railway company or a group, or for the whole of the railway companies, or by 
reason of the revenue produced proving to be insufficient for such purpose. The original 
fixino' of rates will necessarily be based to a considerable degree upon estimates of the amount 
which the rates will produce, and of the economies which will be effected by the grouping of 
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railways, and must to some extent be experimental. It may well be that mistakes will be 
made in these estimates rendering necessary a revision of the original rates, but in addition 
to the possibility of original error there is the probability that the present conditions will not 
remain unaltered. In the first place it cannot be considered that the financial and economical 
condition either of the United Kingdom or of the world is yet settled or stable, and it must 
be anticipated that both the expenditure and the revenue of the railway companies and the 
amount of traffic to be carried will fluctuate, while no certain prophecy can be made as to 
the direction in which such fluctuations will take place. In the second place there is room 
for economies in railway management as compared with the pre-war practice, particularly 
having regard to the new departure in regard to grouping railways and the eliminating of 
. competition. It will be necessary for Parliament to lay down the principles upon which 
the new tribunal is to act in the event of the net revenue of the railway companies proving 
to exceed or fall below the amount originally intended to be secured to them. 

It is submitted that if a substantial deficiency or excess of net revenue is found to exist 
owing to errors in the estimates upon which the rates are originally fixed, the matter 
should be referred back to the new tribunal as a matter of course, and it is thought that 
such reference should be the act of the Minister of Transport to whom either the traders 
or the railway companies would be able to make representations calling attention to the 
amount of the deficiency or excess. There is, however, the possibility that after the original 
new rates have been brought into force if a deficiency arises the traders may allege that this 
is due to want of economical and efficient management on the part of the particular railway or 
group showing a deficiency. In such case the traders should be allowed to urge before the 
tribunal this cause as a ground for not revising the rates in an upward direction, but it 
would neoessarily follow that the burden of proving uneconomical or inefficient management 
will fall upon those who allege its existence ; this will no doubt be a serious burden and one 
difficult to satisfy, but the statistics now published monthly by the Ministry of Transport 
will put the trader in a much better position to make comparisons between the operations 
of the various railways than he has ever occupied in the past. It should not, however, be 
allowed that traders should urge that some particular reform ought to be adopted, and that 
if adopted it would produce additional revenue. This would be to make the tribunal a judge 
of the detailed internal management of railways, a matter upon which it could not be ex- 
pected to have the requisite knowledge to arrive at proper conclusions and the investigation 
into which would add unduly to the labours of the tribunal and occupy a disproportionate 
amount of time. 

If there is an excess of net revenue due to improved management in the case of any 
railway or group, we understand the question is provided for by the proposals of His 
Majesty’s Government and it is not proposed that this should be a ground for revising the 
rates brought into existence by the initial action of the new tribunal. 

If an excess or deficiency in net revenue arises from changed circumstances which are 
not under the control of the railway companies, e.g., fluctuations upwards or downwards 
in the cost of materials and the rate of wages, or fluctuations in the amount of traffic due 
to the general state of trade, or to the revival of competition by water, it may become 
necessary to review the whole of the scales of rates and charges. In the “ Outline 
of Proposals ” of His Majesty’s Government it is stated that “ the earnings of the companies 
must, of course, be subject to the normal fluctuations of traffic,” and it may be assumed 
that a similar rule will be applied to minor fluctuations in the cost of materials and the rate 
of wages. The experience of the past few years and of periods following other wars, 
however, shows that the fluctuations referred to may be very great, and such as in ordinary 
times would be called abnormal, and the state of the world is so far unsettled that it is far 
from improbable that such abnormal fluctuations may occur in the next few years. Should 
this prove to be the case it is thought that any reference to the new tribunal to readjust the 
rates and charges should be an act of State and should be made by the Minister of Transport 
or by Parliament itself, the matter being too important to be decided by such a tribunal as 
it is proposed to set up, unless the Minister of Transport or Parliament refers the matter 
to it for advice or decision. 

There remains the question of the variation upwards or downwards of individual rates. 
It will happen that the railway companies or particular. traders or groups of traders will wish 
to vary from time to time either the class rates or the exceptional rates charged in respect of 
some particular commodity, alleging either that experience has shown that the rate originally 
fixed is unsuitable or that there has been a change of circumstances specially affecting that 
commodity since the fixing of such rate. To meet this we advise that, subject to the recom- 
mendation contained’ hereafter as to proper representation, either any railway company 
or any trader or the Chamber of Commerce or other association representing any class of 
traders should have the right to apply to the New Tribunal to alter or vary any rate or charge 
or the classification of any commodity or the conditions attached to the carriage of any com- 
modity, and that the Tribunal, after hearing the parties interested, should have power to make 
such alterations or variation as to it shall seem just in all the circumstances of the case. We 
think that this pow’er of the Tribunal should be unrestricted by any such provisions as are to 
be found in the Railway and Canal Traffic Act, 1894, which has already been discussed. The 
situation under the proposed method of procedure will differ entirely from that in 1894. 
Before the passing of the Act referred to, the railway companies had the power of fixing the 
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rates without the consent or approval of any independent body provided the maxima laid down 
by statute were not exceeded, and those maxima had been fixed with the knowledge that in 
the majority of cases a margin was left between the actual and the maximum rates. Under the 
proposed procedure every rate will have been fixed in the first instance either by the New 
Tribunal or subject to a right for the parties interested to apply to the Tribunal, and there 
appears to be no reason why the New Tribunal should not be entrusted with the power and 
duty of determining whether the rate originally fixed is such that, having regard to all the 
circumstances of the case, it ought either to be increased or. reduced. The New Tribunal will 
moreover be a body specially constituted to determine what are the appropriate rates to be 
charged, whereas the Railway and Canal Commission was in the first instance constituted for 
other purposes and the duty of considering increases in rates existing in 1892 was only 
incidentally added to its functions. The majority of the traders who appeared during the 
enquiry before us expressed the opinion that some such limitation as that contained in the 
Act of 1894 should be imposed, but when questioned as to the actual limitation they desired, 
the greater number agreed that the New 7 Tribunal should be directed to take into considera- 
tion all the circumstances of the case, and did not appear to appreciate the very narrow inter- 
pretation which had been put upon the words of that Act. 

In regard to standard rates and exceptional rates which have been fixed by the Tribunal 
we think that no increases or reductions should take effect until a decision has been given 
thereon by the Tribunal, but in regard to exceptional rates wdiich have not received the 
express sanction of the Tribunal we think that the railway company should be entitled to 
give thirty days notice, in such manner as the Tribunal shall prescribe, of any proposed 
increase, and from the expiration of such notice to bring the increased rate into force unless 
the Tribunal shall upon the application of any trader interested direct that the coming into 
operation of the increased rate shall be postponed either for. a specified period or until the 
Tribunal shall . have disposed of any objection made to the proposed increase. We 
advise, however, that if a railway company shall have reduced an exceptional rate 
from the amount originally agreed wdth a trader, the railway company should be entitled 
subsequently on thirty days notice to increase the reduced rate to any amount not exceeding 
the sum originally fixed, and that such increased rate should take effect as from the expira- 
tion of the notice, but the foregoing provisions should not affect the right of any railway 
company or trader to apply to the Tribunal to consider and vary the amount of any exceptional 
rate, in which case the amount fixed by the Tribunal should become an operative rate as 
from such date as the Tribunal shall direct. 

As regards the onus of proof, this should be made to fall upon the party seeking to procure 
a change in the existing rate, that is to sa) 7 if a railway company seeks to obtain the sanction 
of the Tribunal to an increase in a rate the burden of proving that such increase is in all the 
circumstances proper should lie upon the railway company, and if a trader or body of traders 
seek to secure the reduction of an existing rate the burden of proving that such a reduction 
ought to be made should fall on the trader or body of traders. Similar considerations should 
apply where either party seeks to obtain a variation in the classification or conditions attached 
to the carriage of a commodity. 

We do not think it would be wise to attempt any definition of the grounds which should 
be considered sufficient to justify a variation of a rate which has once been fixed. The 
new tribunal will soon show wdrat arguments have weight with it ; and should be at liberty 
to entertain any consideration which it considers material, but it should be understood that 
the reasons put forward to justify a variation of rate must be substantial and that a rate once 
fixed will not be lightly altered. The stability of rates is a very important consideration. 

It will be necessary that provisions should be made for defining the parties who are 
to be entitled to apply for a variation in the rates classifications or. conditions. On the one 
hand any railway company would naturally be entitled to apply for a variation of the rates 
affecting its own line, but we think that the application by railway companies in regard 
to classifications or conditions should only be entertained when supported either by the Rail- 
way Companies’ Association or by the railway companies owning a majority of the mileage oper- 
ated in Great Britain. In the same way a trader or a number of traders should be entitled to 
apply for a variation of a rate in which he or they are the principal parties interested, but 
an application for an alteration of the rates generally or of the classifications or conditions 
should only be entertained when supported by the Association of British Chambers of 
Commerce, the Federation of British Industries, or such other association or combination 
of associations as the tribunal shall consider fairly represents the general body of traders 
interested in the particular variation asked for. We have more than once pointed out that 
the general body of traders may be interested in opposing a reduction of rates to a class of 
traders and we think that the representatives of the whole community of traders should 
be represented when any important alteration is proposed, but we do not think that this 
rule should be carried so far as to prevent such a body as the Iron and Steel Federation 
or the Mining Association of Great Britain from putting forward a claim on behalf of the 
industries which they specially represent. 

It will be necessary that rules should be laid down for the manner in which notice 
is to be given of any application for an alteration in rates classification or conditions. These 
may either be established by Parliament or be left to the tribunal to lay down if it is given 
pow'er as we propose to make rules for the conduct of business before the tribunal. 

B 2 
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The Method of dealing with Exceptional Rates. 

So far no recommendation lias been made as to the manner of dealing with exceptional 
rates. It is anticipated that a large number of these will have become merged in the new 
classification, it being obvious that where the rate applicable under the new classification 
does not exceed the existing exceptional rate the latter will disappear. But it must neces- 
sarily prove that an immense number of exceptional rates will either be below the rates fixed 
upon the new classification, or be subject to conditions not identical with those in the classi- 
fication, and although the traders who have appeared before us desire to retain such excep- 
tional rates, we are of opinion that it is most undesirable that so great a diversity and so huge 
a number of rates should continue to exist. In particular many exceptional rates have 
become obsolete and should be struck off the rate books, and the reason for the original 
grant of many others has ceased to exist. On the other hand, we are of opinion that it 
would not be possible to abolish all existing exceptional rates, and the question, therefore, 
arises how to determine which are to survive and which to be removed. The number to be 
investigated "will still be very large, and the circumstances which wall be relied upon to justify 
them will be very various and complicated. 

We advise that it should be declared that all exceptional rates for which no substantial 
justification can be shewn are to cease to exist as from an appointed day, being say two 
years from the adoption of the new rates based upon the new classification, but that in the 
meantime any person interested in the continuance of an existing exceptional rate should 
be entitled at any time within two months after the new rates are adopted to apply to the 
railway company which granted the rate or to the railway group into which that company 
is absorbed to extend the exceptional rate, and such company should be empowered to agree 
to the continuance of the rate, provided (a) that the exceptional rate is not greater than 10 
per cent, below the corresponding class rate and not smaller than 40 per cent, below the 
corresponding class rate, and (5) that use has been made of the exceptional rate* during the 
year preceding the date when the new rates are adopted. If the railway company concerned 
for reasons other than as above refuses to agree to the continuance of the exceptional rate or 
for a period of three months from the date of the application or such further period as the 
Tribunal may on application allow, fails to agree to the continuance of the exceptional rate, 
the person who has made the application to the railway company should be empowered to 
appeal to the New Tribunal for a declaration that the exceptional rate is not to be withdrawn 
and the New Tribunal shall hear such appeal and if satisfied that there is substantial justifica- 
tion for the continuance of the rate, and that it is desirable that it should be continued, shall 
allow the appeal and direct that the rate is not to be withdrawn, subject, however, to the proviso 
that no exceptional rate shall be continued which is greater than 10 per cent, below the cor- 
responding class rate or has not been used during the year preceding the date when the new 
rates are adopted. A trader or railway company should also be entitled to apply to the 
Tribunal to sanction the continuance of a rate smaller than 40 per cent, below the corre- 
sponding class rate. All exceptional rates not continued by agreement with the railway com- 
pany concerned as above mentioned or not allowed on appeal to the New Tribunal should 
cease to be operative as from the expiration of two years from the adoption of the new class 
rates or such further period as the Tribunal may allow. 

It should be understood that it is very desirable that exceptional rates shall as far as 
possible be upon similar lines, e.g., with similar conditions as to quantity or quantities and 
whenever reasonably possible should be expressed by percentage reductions from the standard 
rates. In this way they will be comparable with each other, and in course of time it may 
become practicable to classify or standardise such rates to a much greater degree than at 
present. 

A further problem arises as to the grant of new exceptional rates after the new class rates 
have been fixed and the existing exceptional rates adjusted. The companies ask that each 
railway company should be at liberty .as and when it sees fit to grant new exceptional rates 
lower than the class rates fixed by the Tribunal, and allege that, there would not be sufficient 
elasticity in working the railways unless this right is conceded ; they are willing, however, 
that they should be put under an obligation to report any such exceptional rate to the 
Ministry of Transport or the officers of the New Tribunal. 

This claim that the railway companies should without restriction be at liberty to fix an 
unlimited number of rates lower than the class rates is, in our opinion, one which cannot be 
conceded. It is in fact incompatible with the principle proposed by H.M. Government 
and accepted by the railway companies, that a rate-fixing authority shall appoint such rates 
as will produce a specified revenue for the companies. It is estimated that in the past 75 per 
cent, of the tonnage of traffic other than coal and coke carried by rail has been carried at 
exceptional rates ; if that figure were preserved the rate-fixing authority would only fix the 
rates at which a small portion of the whole traffic would be carried and would be called upon 
to secure to the railways the specified revenue without having the right to determine the 
rates at which the remaining traffic is to be carried and, indeed, without a knowledge whether 
new exceptional rates might be granted which would upset the calculations on which their de- 
cisions were based. It is urged against this that it is hoped by the adoption of additional classes 
providing for the rates to be charged for goods carried upon specified conditions, the amount of 
goods carried at exceptional rates will be greatly diminished , seeing that the goods now carried 
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at “ scale ” rates (of which the volume is great) are now included in the traffic carried at 
exceptional rates, but under the new classification will be included in the traffic carried at 
class rates, and, further, that as exceptional rates would only be granted by the railway com- 
panies with the view of obtaining increased revenue, no ill result would follow. There is 
weight in these contentions, but we consider that there will still remain a very large 
amount of traffic carried at exceptional rates and that it would not be proper to allow the 
railway companies unrestricted power to fix rates other than those brought for consideration 
before the Tribunal. We think that the proper course to be adopted is to give the companies 
a restricted power of granting exceptional rates, and that the limitations should be as follows : 

Every new exceptional rate should be subject to the same limitations of amount as are 
stated above in regard to existing exceptional rates continued by agreement between railway 
companies and traders. 

Wherever it is proposed to grant a new exceptional rate or to reduce an exceptional rate 
which has not been previously sanctioned by the Tribunal, the railway company should report 
to the Ministry of Transport the particulars of the proposed rate with a short statement of 
the grounds upon which it is proposed to grant the new rate or make the reduction; the 
Minister of Transport should be empowered either to disallow or to suspend the operation of 
the proposed rate, but in case of no disallowance or suspension of the proposed rate being 
notified to the railway company for a period of fourteen days, the proposed rate should come 
into force. In case of a proposed rate being disallowed, either the railway company or any 
trader concerned should be entitled to apply to the New Tribunal to fix the proper rate for the 
carriage of the traffic in question under the proposed conditions, and in the case of a rate 
being suspended the question of the proper rate should automatically be referred to the New 
Tribunal. 

Any trader or railway company should be entitled to apply to the New Tribunal for the 
cancellation or modification of an exceptional rate. Further, any trader who lias applied to a 
railway company for the grant of an exceptional rate and has failed to obtain such a late as 
satisfies him, should be empowered to appeal to the New Tribunal to fix the rate for the 
carriage of the goods in question and the conditions to be applied thereto. 

We think also that with a view to preventing the continuation of rates granted for special 
reasons, after those reasons have ceased to be applicable the Tribunal should be empowered 
when granting or allowing an exceptional rate to fix a period beyond which it should not 
operate without further sanction, and that no exceptional rate not previously approved 
by the Tribunal should remain in operation for more than a- specified period of 
years but power should thereafter exist for the railway company and the trader by agreement 
to renew the exceptional rate from year to year subject to an obligation to report such renewal 
to the Ministry of Transport within 14 days after the agreement therefor, and to a right of 
any trader to apply to the Tribunal for a modification or cancellation of the exceptional rate. 

These proposals will leave in existence a number of exceptional rates, and although it is 
to be! hoped that those continuing will bear but a small proportion to those extinguished, the 
surviving residue will amount to a large number and the quantity of traffic carried at these 
rates will be by no means trivial. Accordingly it must be understood that if the New 
Tribunal is at any time called upon to alter existing rates for the purpose of securing an 
additional net revenue for the railway companies generally, or for any particular railway 
company or group, it shall have the power to direct that a percentage or other increase shall 

be made in the exceptional rates then in operation. _ .... 

In the foregoing paragraphs we have dealt with the general principles for fixing 
exceptional rates; it will, however, be necessary to fix the amounts of these during the time 
prior to such determination. If the principle is adopted that a specified net revenue is to be 
provided for the railway companies, the aggregate sum must be made up of the total to be 
received for carriage under the class rates and for carnage under exceptional 
rates, and when fixing the class rates it will be necessary that the amounts to be received fiorn 
the <mods carried under exceptional rates should be known. The proposal made 
above* 3 that exceptional rates should, if possible, be agreed between the railway companies and 
the traders needs, therefore, an additional provision governing the rates to be charged during 
the period of negotiation, and, if no agreement is arrived at, down to the rime that the cases 
can be heard by the Tribunal. The exceptional rates brought into operation down to the end 
of the year 1919 were based upon and were lower than the' then existing class rates ; in the two 
interim revisions of rates taking effect from 15tli January, 1920, and 1st September, 1920, 
all rates whether class rates, scale rates, or exceptional rates, were increased (a) by the addi- 
tion of a flat rate, and (b) by a percentage, and at the present moment these increased rates are 
in force. Up to the date when the new class rates are brought into force, we recommend that 
these increased rates should remain in operation, and we further recommend that it should be 
part of the duty of the Tribunal fixing the class rates to determine by what percentage over the 
amounts in force on 14th January, 1920, _ the exceptional rates should be increased during 
the period immediately following the coming into operation of the new class rates. . The 
Tribunal will thus have control over the amounts to be raised by exceptional rates, and if, as 
we fear, it becomes necessary to fix different class rates for the different railway com- 
panies or groups, it will be open to the Tribunal also to fix differing percentages for the 
increase of exceptional rates, and by the combination of the two to secure that the requisite 
income is provided for the companies or groups. 
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In like manner if from time to time in the future it becomes necessary to revise the rates 
upwards or downwards, the Tribunal should be empowered ,to deal with exceptional rates by 
way of percentage increase or decrease so as to retain the proper proportion between class 
rates and exceptional rates. This power, moreover, should not be confined to making a general 
increase or decrease of all exceptional rates. It may be that the exigencies of trade will 
render it necessary to vary the rates for one class of goods as compared with other classes of 
goods ; in such a case it would be proper that the Tribunal should be able to order a pro- 
portionate increase or decrease in the exceptional rates at which goods of that class are to be 
carried. 

Throughout the whole consideration of the question of exceptional rates the important 
principle before referred to must be borne in mind. Heretofore only the particular railway 
companies (one or more) granting a reduced rate have been concerned as to whether the re- 
duction is economically justified, but from the time that the principle is accepted that the 
rates generally are to be so fixed as to secure to the railways a specified net revenue, the whole 
trading community is interested in proper provision being made that individual traders or 
one or more classes of traders do not obtain advantages at the expense of the general body ; 
and more than this, while it may be to the advantage of one railway company or railway group 
to secure traffic at the expense of another company or group by quoting low rates, there is 
no corresponding advantage to the general body of traders in seeing traffic transferred from 
one railway to another by reduced rates being charged to certain traders or classes of traders 
as well able to pay the full class rates as those who do not participate in the reduction. It 
is, therefore, of importance that the New Tribunal should keep a jealous eye upon exceptional 
rates in all cases where there is any ground for suspecting that the reason for granting the 
proposed exceptional rate is competition with an adjoining railway company or group, and any 
trader or Chamber of Commerce or other Association representing traders should be at liberty 
to apply to the New Tribunal to review and if necessary revoke any exceptional rate which 
may appear to have been granted without proper justification. 



The Amount to be Raised and its Distribution between the Companies. 

T\ hen the New Tribunal is considering the amount of rates to be charged in connection 
with the new classification it will have to aim at raising the amount necessary to place the 
railways upon a profit earning basis. The proposals of H.M. Government relating to finance 
have already been quoted. They are based upon an assumption that the railways of the 
United Kingdom will be grouped in the manner specified in the same document. We are not 
able to learn from that document whether such grouping is to take place forthwith or 
whether, a period of years will be allowed within which the. railway companies may proceed 
voluntarily to amalgamation with provisions for subsequently dealing with those who do 
not avail themselves of such voluntary powers ; but it appears to us certain that a considerable 
period of time must elapse before the amalgamations are complete, and it seems that unless 
some prevision for an interim pool of net receipts is made, it will be necessary for the 
purpose of fixing lates to deal with the companies as they at present exist, with proper 
provisions for making variations when the amalgamations take place. The railway companies ' 
indeed, invited us to postpone calling upon them to make proposals for classification and rate 
fixing until the grouping shall have been effected) but we considered that this would postpone 
the bringing into operation of the new rates for a period which would probably be not less 
than five years, and might be much more, and we refused to accede to the invitation. 

Whether the new rates have to be fixed for the existing individual railway companies 
or for the new grouped railways we fear that it will be impossible to adopt uniform rates 
for the whole of Great Britain. We regret that this should be so, for we think it would be 
esirable to have one uniform scale of rates for all of Great Britain, and that by further 
adopting continuous mileage a simple system of railway rates easily understood by the trader 
should be brought into force; but the objections appear to us to be insuperable. 

i + con dirions of the separate railway companies are very various. Some serve a thinly 
populated agricultural area, others serve a populous area with large mineral output, others 
a b am areas with large industrial works. No doubt the proposed grouping will reduce the 
inequalities, but nothing will make the conditions prevailing (for instance) in Scotland or in 
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into force upon the grouping being completed, each separate group will need consideration, 
but probably in the latter case the divergence will be less. 

deferring, however, to the “ Outline of Proposals as to the future organisation of 
transport undertakings in Great Britain,” we find the passage before quoted : — ‘‘ The first 
object of the revision will be to secure financial equilibrium to the railways of Great Britain 

as a whole, and it is anticipated the revision in aiming at this result will also secure 

an approximate equilibrium within each of the groups.” Looking back to an earlier passage 
in the same document (also already quoted), we understand that the phrase “ financial 
equilibrium ” means that the companies are to be entitled to charge such rates as will 

enable them “ to earn a net revenue substantially equivalent on some pre-war basis 

to the combined net revenue ” of the companies. 

We were gratified to find that the traders were quite willing that the rates to be charged 
should be such as to provide not only for the working expenses of the railway companies, 
but also to afford a fair rate of interest upon the capital invested in their business. The 
railway companies suggested that “ railway charges should be such as will, under efficient 
and economical management, earn a net annual railway income sufficient to yield a fair 
return upon the capital employed, and they consider that, taking the railways as a whole, 
such return should be fixed at 5 per cent, on the aggregate existing capital expenditure 
as shown in the published accounts of the companies, together with such higher rate upon 
any new capital which may have to be expended in the future as may be necessary to be paid in 
order to raise the new capital,” but while they added that “ Some means must be taken 
to secure that the same principle is given effect to in regard to the finances of each of the 
groups or other units into which the railway system may be divided, regard being had to 
the pre-war financial condition of th'a unit individually, and its prospective development. 
They did not indicate upon what footing the division of net revenue was to be made between 
the companies. It must be understood that the net revenue referred to is to be obtained from 
goods rates and passenger fares and all other sources of income and not only from goods rates. 

The principle above indicated of taking a percentage upon the existing capital expenditure, 
is a substitute for the American policy adopted in 1913, of having an inventory and valuation 
made of the railway property, and allowing a percentage on that value, of which it has 
been recently said : “ This valuation has already cost many millions of pounds sterling. So 
far as the inventory is concerned, it is nearly completed, but apparently not completed yet. 
In this country we believe no one recommends an attempt to make a valuation, although 
it is admitted that it would be impossible to replace the existing, railways at any figure not 
greatly in excess of the capital expenditure shown in the companies’ accounts. 

As evidence of the fairness of taking actual capital expenditure as a criterion, Sir William 
Blender gave evidence that the debenture and share capital of the railways of the United 
Kingdom issu'ed up to 1913, after deducting “ nominal additions,” was £1,120,867,965 and 
the market value of such capital estimated upon the mean prices for the years 1911, 1912 
and 1913 was £1,131,636,697, arguing that the capital taken as a whole had been well spent 
and that if all the companies are taken together no loss had been incurred upon capital account. 
The average amount distributed in interest and dividend during those three years was at the 
rate of 4'21 per cent, per annum over the whole capital (eliminating “nominal additions”) and 
for 1913 was at the rate of 4’ 29 per cent., no account being taken of the sums carried to 
reserve. 

The proposal of the railway companies, however, was that the sum to be secured to 
them should be 5 per cent, upon the “ capital employed ” which is somewhat greater than 
the “ capital issued,” and in 1913 amounted to £1,176,787,509, a sum which according to 
Sir William Blender’s evidence, includes £7,125,849 spent on steamboats and marine workshops, 
£8,685,730 on canals, £48,696,432 on docks, harbours and wharves, £8,153,004 on hotels, 
£37,121,044 on land not used in connection with railway working. The amount of 5 per 
cent, on this sum of £1,176,787,509 would be £58,839,375 as compared with an average net 
income of the railway companies available for debenture interest, dividends, etc., for the years 
1911, 1912 and 1913, of £47,618,278, and a net income for the year 1913 of £48,856,451, so 
that the railway companies’ proposal involves an increase of net income from all sources 
amounting approximately to £10,000,000 or rather more than 20 per cent, of their net income 
in 1913. 

From preliminary figures furnished by the Ministry of Transport it appears that 
at 31st December, 1919, the “ capital expended ” amounted to £1,202,900,000, which 
includes £6,500,000 spent on Steamboats and Marine Workshops, £8,600,000 on Canals, 
£52,700,000 on Docks, Harbours and Wharves, £8,500,000 on Hotels, and £40,200,000 on 
Land not used in connection with railway working. The amount of 5 per cent, upon this 
total would be £60,000,000. 

The railway companies further ask that the net revenue to be provided by the rates 
should include “ such higher rate upon any new capital which may have to be expended in 
the future as may be necessary to be paid in order to raise the new capital.” As thus 
expressed the general proposition appears to be inadmissible. If the rates are once fairly 
fixed it must be anticipated that each expenditure of capital in the future will be made 
because the company making it is satisfied that the expenditure will enable it to earn 
sufficient additional net revenue to pay the interest on the new capital, and it would not be 
justifiable to vary the rates so as to give the company a higher return equivalent to the 
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interest on the new capital without taking into account the increased income to be derived 
from the expenditure of that capital. Sir Alexander Butterworth, however, explained on 
behalf of the railway companies that they desired that only in case of a subsequent revision 
of rates should the interest on new capital be taken into account in the manner stated, in 
which case any revenue earned by the use of such capital would also come into account, and 
to this proposition there is no objection. The situation of the railway companies at the 
present time, however, is not normal and large questions remain open in regard to the expen- 
diture deferred during the war, part of which is expenditure upon maintenance, repairs and 
renewals, which are properly charged to revenue account, but other part of which no doubt 
is deferred capital expenditure which ought in the ordinary course to have been made during 
the war. There is a sum (not yet ascertained) to be paid out of the National Exchequer 
in respect of deferred maintenance and repairs, but in addition to this it may be that it 
would be right to make some allowance for the fact that but for the war the companies 
would have raised capital at moderate rates of interest and have effected extensions and 
improvements which are urgently required and will not for some time be productive of 
income. We have not, however, any materials before us to enable us to make any estimate 
of what such allowance should be. 

The traders’ answer to the companies’ proposal that the rates should be so fixed as to 
produce a net revenue equal to 5 per cent, on the capital expended was set out in a document 
dated 25th October, 1920, and signed on behalf of the Association of British Chambers of 
Commerce, the Federation of British Industries, the Mansion House- Association, the 
Traders’ Traffic Conference and the Trafford Park Traders’ Association. This statement 
contained the following paragraphs : — , 

“ Basis of Rates. — The traders desire to emphasise the point that whatever basis 
may be adopted the future of rail transport will in fact depend upon whether the 
charges to be made will be such as the traffic will bear.” 

“ With this reservation, and subject to what is stated below, the traders have 
no objection in principle to the statutory recognition of the principle that railway 
charges should be such as will, under efficient and economical management, earn 
a net annual railway income sufficient to yield a fair return upon the capital properly 
employed in the business of transportation by railway. They object, however, most 
strongly to any definite percentage figure being made statutory.” 

With the former of these paragraphs we are in complete accord and recognise that it 
is one of the essential conditions of fixing rates that they should be no more than the 
traffic will bear. Should it prove that traffic will not bear such rates as will produce the 
contemplated ratio of profit the railways must suffer the loss or the diminished profit which 
falls to all industries that cannot be carried on at a commercial profit. As regards the traders’ 
objection, stated in the second of the above paragraphs, to a definite percentage figure being 
made statutory, we concur so far as to advise that no fixed percentage should be made 
obligatory in all circumstances and that it should not be laid down that even a small deviation 
from the proposed standard should be made the ground for a fresh revision of rates We 
think, however, that Parliament should indicate what it considers “ a fair return upon 
the capitai employed as a basis upon which the new tribunal is to enter upon its duties; and 
possibb tnbuna sh ° uld then be left t0 approximate to this standard as closely as is reasonably 

The traders in the document referred to, then re-affirm certain principles which were 
put forward on the 10th June, 1920, namely, that “ the first task of the Committee is to 
ascertain the cost of conveyance upon the railway and the cost of rendering the other services 
required by the trader, such costs to be ascertained under the separate heads of conveyance 

accommodation and terminal services It will then be necessary to add a fad 

rate of profit to the railway company. The method of fixing this rate should be to take 
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Any apportionment upon the basis of receipts, as has been suggested, would result in 
absurdities. To take the history of the last few years; if any such basis had been adopted in 
1916 it would have been upset when passenger fares were increased by 50 per cent. in 1917, 
which event according to the theory under discussion would by increasing passenger receipts 
have increased the proportion of expenses to be charged against passenger traffic. The new 
proportions set up in 1917 would have continued until January, 1920, when the revision of 
the rates for the carriage of goods would have reduced the amounts to be debited against 
passenger traffic until the 6th August, 1920, when the increase then made in passenger fares 
would have sent these amounts up again, only to fall once more when the further revision of 
goods rates operating as from the 1st September, 1920, increased the receipts from mer- 
chandise traffic. The result of attempting to act upon the principle would be that every 
increase in either passenger fares or goods rates would bring into operation a new proportion 
acting to the prejudice of the class of traffic in respect of which the increase took place. We 
are of opinion that the only practicable course is to treat the traffic as a whole and to entrust 
to the new T Tribunal the duty of distributing the amount to be raised between Passenger 
Traffic and Goods Traffic according in the first instance to what they will respectively bear, 
and when that criterion is satisfied, according to what the Tribunal considers to be fair as 
between the two classes of traffic. This would involve giving to the Tribunal power to fix 
passenger fares as well as goods rates, and we think that this necessarily follows from instruct- 
ing it to secure a specified income to the companies. Some companies depend to a much 
greater extent upon passenger receipts than on receipts from the carriage of goods, while with 
other companies the position is reversed. It may, We think, be necessary that the fares 
charged for passengers upon different lines of railway should not be the samfi. 

Secondly, we are of opinion that it would not be proper to take into account only the 
capital employed directly in the transportation of goods and passengers. The principal items 
which may be said to fall outside this definition are canals representing, according to Sir 
William Plender’s evidence, a capital expenditure of between £8,000,000 and £9,000,000, 
Docks, Harbours and Wharves representing nearly £50,000,000, Hotels representing a little 
over £8,000,000, and “ Land, Property, &c., not forming part of the railway and not used in 
connection with railway working,” representing over £37,000,000. Of these the expenditure 
on canals was in great part forced upon the railway companies by Parliament as a term of 
obtaining their statutory powers, and as to other part the Canals act as feeders to the 
railways. Docks, harbours and wharves are feeders to the railways, and are of great service 
to the traders in facilitating the handling, distribution and dispatch of imports and exports 
Hotels are maintained by the railway companies for the convenience of travellers by rail, and 
are used to a much greater extent by commercial travellers and business men visiting centres 
of trade than by any other portion of the community. In the expenditure upon land not 
forming part of the railway, it is estimated that £1,500,000 was laid out upon Artisans’ Dwell- 
ings either for the use of the companies’ workmen or erected in pursuance of the requirements 
of various Acts of Parliament in cases where the working classes were displaced by railway 
works, £7,120,000 was expended on houses for the companies’ staff, and £28,500,000 on land 
for future widenings and extensions and severances, this last sum being either a case of pro- 
vision for the future which will probably effect a substantial saving in the capital expenditure 
ultimately necessary, or a necessary incident of acquiring the land on which the line has been 
constructed. 

We do not think that any of these items can properly be excluded from the computation 
of the capital employed by the railway companies in the proper conduct of their business, and 
if the net revenue which is to be provided by the new rates is to b'e based upon the capital 
employed, we think that these items should be brought into account. The majority of the 
capital invested in them is revenue producing, and in 1913 the net receipts from canals, 
excluding the Manchester Ship Canal, was £12,000, from docks, harbours and wharves, 
£1,276,000, and from hotels, refreshment rooms and cars £556,000, which together with the 
rents of houses, land and other property would be brought into account as against the aggregate 
net revenue to be provided for the railway companies. The accounts for the year 1919 for 
these items showed for canals, docks, &c., a loss of £982,000, and for hotels, &c., a profit 
of £780,000, but since then substantial increases have been made in the rates, tolls and 
charges for canals, docks and harbours, and that year must not be taken as fairly representative 
of the net income for future years. 

As regards the distribution of net revenue among the railway companies or groups, we 
think that the traders are right in making the pre-war revenue the basis for estimating the 
amount to be attributed to each company or group whether the amount of such revenue be 
calculated as a percentage upon capital or by reference to actual revenue. It is, we think, 
proper that a prosperous company should receive the benefit of prudent expenditure of 
capital, and that a company, part of whose capital was lost before the war, should bear that 
loss, but as hereafter mentioned, allowance must be made for the case. of those companies 
whose expenditure has only partly fructified. 

The National Federation of Iron and Steel Manufacturers in a document dated 26th 
October, 1920, stated their views as follows :■ — 

“ Basis of Rates . — The Federation adhere to the opinion that each of the railways 
or groups of railways should be worked as a commercial undertaking, and should be 
placed on such a footing as will enable them to meet the requirements of the traders 
and the public generally, and with prudent and careful management obtain a fair- 
return on effective capital properly and reasonably expended. 
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They oppose the railway companies’ proposals, which, in effect, would guarantee 
profits, without these reservations and are inappropriate except on a basis of unification 

and organisation of the railways as a whole. - ’ 

% 

We do not think that this statement requires further comment than we have already 
made on the suggestions of the other Associations, save to say that we consider it impractic- 
able to enter upon an enquiry whether capital has been properly and reasonably expended. 
Some general principle must be adopted accepting what has been done in the past, except so 
far as events have proved that capital has in a business sense been lost. 

We do not consider that it falls within our province to advise what should be the amount 
of net income, whether calculated as a percentage on capital 'or otherwise, which should be 
secured to the railway companies by the new rates and fares to be fixed when the revision is made, 
but we think we should call attention to the fact that other trading companies, whether 
engaged in manufacture, commerce, or transportation, expect to earn at the present time 
higher rates of interest than were customary before the war, and that this should not be for- 
gotten when the legislature is in effect fixing the rate of dividend which the railway companies 
are to be permitted to earn. 

But if a percentage on the total capital of the companies is taken as the criterion, a 
greater difficulty than fixing the aggregate amount of the net income is that of distributing 
it amongst the companies. As has already been seen, some companies require a greater 
increase of gross income to meet their enhanced expenses than do other companies, 
and a specified rate ( e.g . , for coal) has a much greater effect upon the receipts 
of one company than on those of another, as will appear from the figures given for a recent 
month showing that on the Taff Yale Railway 94 per cent, of the goods traffic consists of coal 
and minerals and only 6 per cent, of general merchandise, on the North Eastern Railway 82 
per cent, of the goods traffic consists of coal and minerals, but only 18 per cent, of general 
merchandise, while on the three companies which would form the South of Thames group coal 
and minerals represent 66 per cent, of the traffic and general merchandise 34 per cant. ; but 
even these figures do not indicate the whole difficulty, for the ratios of the average length of 
haul also differ, the comparison between the average haul of coal and the average haul of mer- 
chandise expressed in miles being, on the Taff Yale Railway 12 to 13, on the North Eastern 
Railway 28 to 57, and on the London & South Western Railway 33 to 54. 

It appears, therefore, to us that it will be impossible to fix the rates to be charged on the 
individual railways or groups of railways with a view to producing an aggregate net revenue 
for all the railways, and that the only practicable course will be to fix the rates of each railway 
or each group so as to give a fair return to that railway or that group, and that for the pur- 
pose of arriving at what is a fair return it will be necessary to take the net earnings of 
the particular railway or of the railways constituting the particular group during the period 
immediately preceding the war and base the fair return for each railway or group upon such 
pre-war net earnings of that railway or group with, however, certain additions, namely : 
(a) Interest upon any capital raised since the date to which the net earnings are taken should 
be added and ( b ) where any company can show that it has in the past expended capital which 
has not yet fully borne fruit it should be entitled to an allowance for prospective profits, the 
amount being determined by the New Tribunal. 

In the foregoing paragraph we have said that it will be necessary to fix rates for each 
railway or each group of railways, but we reluctantly come to the conclusion that unless 
during the period before amalgamation is effected some system of pooling receipts is adopted, 
it will be necessary for the New Tribunal to deal with each railway and not with the groups. 
There are two reasons for this : First, a considerable period must elapse before the amal- 

gamation of the railways forming a group can be completed and in the meantime provision 
must be made for securing an adequate revenue to each of the constituent members of the 
groups. The present rates have been fixed by interim increases on a uniform percentage 
basis; this, as has been said, will not in the absence of a pool of receipts operate fairly to each 
of the railways seeing that many changes in the character and distribution of traffic have taken 
place since 1913, and that the costs of some have increased in a higher ratio than those of 
others. Secondly, whether the terms of amalgamation are settled by agreement or by some 
form of arbitration it will be necessary that the net revenue which each company will bring 
into the combined business should be known. No company can be expected to assent to the 
amalgamation being based upon revenues which will not be those in existence when the joint 
working begins, and if no authoritative determination of the future rates has been made, 
speculation as to what the position of each company will be, will add to the difficulties of 
arriving at fair terms of amalgamation. This latter difficulty might, however, be met if it is 
directed by Parliament that when the rates are fixed by the Tribunal, each of the groups is 
to have secured to it an aggregate based upon the pre-war net revenues of the constituent com- 
panies of that group. If no such arrangement is made, and if there is not some provision deal- 
ing with the interim period by pooling or otherwise, we see no way of avoiding fixing in the 
first instance the rates to be charged by each separate railway. 

In dealing with the additions to be made to the revenue of railways, who have capital 
not yet fully productive, Sir William Blender called attention to the fact that in almost 
every case some time must elapse before capital expenditure bears fruit in the form of pro- 
ducing a revenue equal to or greater than the interest it bears, and pointed out that fresh 
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issues of capital were continuous up to the outbreak of war. A very strong instance of large 
outlay upon capital account producing only a deferred return is to be found in the Great 
Central Railway which in the latter part of the 19th Century, laid out many millions of 
money upon effecting an extension of its railway into London. Its gross revenue for 1901 was 
only £3,383,000 and its net revenue for the same year was only £1,025,000, but by 1913 its 
gross revenue had risen to £6,685,000, and its net revenue to £2,218,000— that is to say the 
gross revenue had nearly doubled and the net revenue had more than doubled, while 
the gross receipts for all the railway companies of the United Kingdom in the same period had 
increased only from £106,558,000 to £139,451,000 and their net receipts from £39,069,000 to 
£52,131,000, or a little over 30 per cent, in each case. The effect upon dividends of the Great 
Central Railway was that while for 1904 only 3J per cent, was paid on the 1881 Preference 
Stock of £1,380,000, and nothing upon the Preference Stocks of 1889, 1891 and 1894, together- 
amounting to £6,830,000, for the year 1913, notwithstanding an increase of £287,000 in 
debenture interest, the company paid the full dividend on the 1881 5 per cent. Preference 
Stock, on the 1889 4 per cent. Preference Stock, and on the 1891 4 per cent. Preference 
Stock, and 2 per cent, on 1894 5 per cent. Preference Stock and required only a 
further £93,000 to pay the dividend upon all its Preference Stocks in full, after paying which 
any further net revenue would be available for dividend on the Ordinary Stock. It would not 
be just in the case of a railway company which was progressing in this manner to take the 
average revenue of the years 1911, 1912 and 1913, which included the railway strike 
(1911) .a>nd the great coal strike (1912), or even the revenue of 1913 as the standard for its 
future earning capacity. Other cases will no doubt be shown where capital expended in 
recent years has not had time to provide the returns which should naturally flow from the 
outlay , though no one was able to suggest to us a formula for giv i ng a fair return for such 
expenditure, and we can only advise that the New Tribunal should be directed to consider the 
circumstances and make such allowance as to it seems right. We recognise that this may 
render necessary a difficult and complicated enquiry, but we see no way of avoiding it without 
doing injustice. We think, however, that the Tribunal should not be called upon to make a 
detailed and meticulous inquiry into every trifling expenditure, but should consider itself 
justified in acting upon broad lines and be satisfied with doing substantial justice in a matter 
where a few thousand pounds will not make any appreciable difference either in the rates to be 
paid or in the dividends which will be declared. 

In consideiing this question of the progressive state of the finances of certain companies, 
the fact alieady mentioned that the position of the individual companies under the revision 
of rates will affect the terms upon which they will enter into the amalgamation with other 
companies when grouping takes place must be remembered, and it will probably be necessary 
that the amounts to be allowed for unfructified capital should be determined before' amalga- 
mation is undertaken. & 

We have thus far dealt with the question of fixing rates upon the assumption that it is 
possible to apply to each group of railways such rates as will give it a fair return upon the 
capital employed. There is, however, the possibility that a scale of rates which, based upon 
the amount of traffic now passing, would provide the desired revenue, would destroy or divert 
from some one or more of the railways so much of the traffic that what remains will fail to 
produce the required revenue or even sufficient revenue to pay working expenses. It has not 
infiequently happened in America that railways have jiassed into the hands of receivers by 
reason of their inability to pay their bonded debt, and in the absence of grouping a similar 
experience might well occur with some of the smaller railways in this country. It would 
obviously be greatly to the disadvantage of the public in the area affected that there should be 
any doubt as to the continuation of the railway service or even as to the railway company 
having sufficient means to render that service effectively. The shock to public confidence in 
railway finance would moreover react prejudicially on the whole of the railway companies. It 
is much less likely that any such misfortune should arise in regard to one of the proposed new 
groups which cover anarea sufficiently large to enable receipts from the more thickly populated 
areas to be averaged with those of the less populous parts ; we, however, received evidence from 
the Scottish railway companies showing that they apprehend the possibility of such a con- 
tingency or at least that the rates may have to be fixed so high that traders will be unable to 
compete successfully with those in more favoured areas, and that even with the increased 
rates the revenue of the proposed Scottish group would not be sufficient to give a fair return 
upon the capital invested. They pointed out that the rise in cost resulting from standardising 
the hours of labour and the wages paid had fallen much more heavily upon them than upon 
the principal English companies, estimating that the relative increase in expenses was 25 per- 
cent. greater in their case than in that of the average of the English companies. This was 
due. to the fact that wages had been lower and hours longer in Scotland than in England; as 
an instance we were told £hat a signal box on a branch line of the Highland Railway with 
very few trains passing each way had before the war been worked by one signal-man at 21s. 
a week wages, but that now as the last train passed more than eight hours after the first train 
of the day the company was required to employ two men at weekly wages exceedino- £7. 
We also have heard of level crossings where one man was deemed sufficient to open and & close 
the gates before the readjustment of hours, but now three are required because the earliest 
and latest time when the gate was to be opened does not fall within sixteen hours, so that the 
aggregate wages for the service are £500 a year instead of £60 or £65. In Ireland, moreover, 
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the clanger of an inability to raise the required revenue, whatever rates are charged, is even 
greater. The new standard of hours and wages was an act of the Government of the Country 
and the railway companies suggest that if for the sake of public policy they are called upon to 
pay uneconomic wages, the Country as a whole should indemnify them. 

It is not for us to advise upon such matters of policy, but we cannot properly deal with the 
subject of the principles governing the fixing of rates, tolls and charges without calling attention 
to the possibility that whatever rates are established they may not suffice to provide 
the desired revenue, or the possibility that even though the revenue is raised the districts 
served by the railways in question may be severely handicapped in their competition with 
other portions of the Kingdom so that manufacturers and merchants may be compelled to move 
their businesses elsewhere. 

The evidence which was given before us did not convince us that the stage indicated has 
yet been reached in Scotland ; but there w 7 as no doubt that the apprehension of the witnesses 
was genuine, and that the danger is a possible one. 

A proposal was put forward by the Scottish railways for a different grouping from that 
suggested in the “ Outline of Proposals ” of IT.M. Government. We did not, however, go 
into the merits of such proposal and do not consider that we ought to offer any advice upon it. 

It may be that the only remedy is a reduction in the expenses of the threatened . com- 
panies involving a rearrang'ment of hours of labour and method of paying wages but this again 
is a matter of Public Policy and we do not make any further comment beyond saying that 
all sections of the community are interested in securing the efficient working of the railways 
in every part of the United Kingdom. 

THE CHARACTER OF THE TRIBUNAL TO BE SET UP AS A RATE FIXING 

AUTHORITY 

There has for some years been a demand on the part of traders for the setting up of what 
they call a “ business tribunal ” for the disposal of questions arising between railway com- 
panies and the commercial community, and recently this has included a claim that the same- 
authority should fix the rates to be charged for the carriage of minerals and merchandise. 

A Railway Commission was first constituted in the year 1846 by the Act 9 & 10 Vic. c. 105, 
but it was dissolved in 1851 by the Act 14 & 15 Vic. c. 64, its powers being transferred back to 
the Board of Trade. The Regulation of Railways Act, 1873, directed the appointment of not 
more than three Railway Commissioners, ‘ ‘ of whom one shall be of experience in the law and 
one of experience in railway business.” They were empowered to state a case for the opinion 
of any superior court, which might reverse, affirm or amend their determination in respect of 
the matter whereon the case was stated, but save for this provision every decision and order of 
the Commissioners was final. The Railway and Canal Traffic Act, 1888, repealed these pro- 
visions and directed the establishment of a new commission to be styled the Railway and 
Canal Commission,” consisting of two appointed and three ex-officio commissioners. The ex- 
officio commissioners were to be judges of a supexior court, one for England, one for Scotland, 
and one for Ireland. The two “ appointed Commissioners ” were to be appointed on the 
recommendation of the President of the Board of Trade, “ and one of these shall be of experi- 
ence in railway business.” It was enacted that no appeal should lie from the Commissioners 
upon a question of fact or upon any question regarding the locus standi of a complainant, but 
save as otherwise provided by the Act an appeal should lie from the Commissioners to a 
superior Court of Appeal. No appeal lies from such superior Court of Appeal unless there is 
a difference of opinion between two of such superior Courts of Appeal, in which case upon leave 
being obtained an appeal lies to the House of Lords. 

It will be observed that the tribunal set up by the Act of 1873 (consisting of an experi- 
enced lawyer, a person experienced in railway business, and a third commissioner), and that 
set up by the Act of 1888 (consisting of a judge, a person experienced in railway business, and 
a third commissioner), had elements similar to those generally postulated of business tribunals, 
but there have been complaints that the constitution of the Commission has not been of the 
character required by the Act of 1888, and that the legal element has unduly predominated, 

• and some witnesses have complained of the expense and delay of proceedings before the Com- 
mission. No specific instances were given nor any comparison made with the costs incurred 
or the time occupied in proceedings before other Courts, and the complainants did not seem 
to recognise that whenever an elaborate case is to be presented the cost of preparing the case 
and bringing the necessary witnesses will always be heavy, whatever the tribunal. Every 
witness recognised without hesitation the impartiality and capacity of the Commissioners. 

The suggestions made to us for the constitution of a rate-fixing authority were threefold : 

(1) That the Railway and Canal Commission, constituted as directed by the Act of 1888, 

should continue, aixd should undertake the additional duty of fixing rates, tolls 
and charges. 

(2) That the Railway and Canal Commission should be abolished, and a new tribunal, 

constituted as hereinafter mentioned, should b'e set up which should perform the 
functions at present confided to the Railway and Canal Commission, and in 
addition fix rates, tolls and charges. 



29 



(3) That the new tribunal should be set up and undertake the duty of fixing rates, 
tolls and charges and certain of the functions now performed by the Railway 
and Canal Commission, but that the Commission should be continued and per- 
form its present duties save in so far as they are expressly transferred to the 
new tribunal. 

The first of these alternatives was strongly urged by the representatives of the National 
Federation of Iron and Steel Manufacturers and the Mining Association of Great Britain, and 
was favoured by the representatives of the railway companies who, however, stated that if 
the majority of the traders desired that the third alternative should be adopted the railway 
companies did not desire to stand in their way. 

The second of the above alternatives was urged upon us by the representatives of the 
Federation of British Industries, but some of the witnesses called upon its behalf were not 
clear as to their preference for the second alternative over the third. 

The third of the above alternatives was supported by the representatives of the Associa- 
tion of British Chambers of Commerce, and by a number of other witnesses. 

In our opinion the third alternative presents the most desirable course for adoption, and 
we recommend that for the present at all events the Railway and Canal Commission (con- 
stituted of a judge of the Superior Court, a person experienced in railway business and a person 
experienced in commercial affairs) should continue to exercise the majority of the functions 
which it now performs, and particularly should decide all questions relating to “ undue prefer- 
ence ” (subject to the qualification hereafter mentioned) but that a new tribunal should be 
set up for the purpose of fixing the rates, tolls and charges to be charged for the carriage of 
minerals and merchandise, and the fares to be charged for the carriage of passengers in accord- 
ance with a recommendation made above and sanctioning any variations upwards or down- 
wards therein, and undertaking the other duties hereinafter mentioned. 

In order that the constitution of the new tribunal should be such as to command the 
confidence both of the trading community and the railway companies, it is important both 
that there should be uniformity and continuity in its decisions, and that it should contain 
men who are intimately in touch with the problems of trade and transport in their varying 
phases. For the first of these objects it is desirable to have permanent officials giving their 
whole time to the work and therefore necessarily being paid salaries sufficient to command 
the services of men of high standing. For the second of the objects mentioned, it is desirable 
to have men who are still engaged in trade and transport, and are in constant touch with 
those who are actually interested in the questions to be decided. 

We are of opinion that these two apparently inconsistent needs may be met by con- 
stituting the tribunal in the following manner. 

The tribunal should consist of three permanent paid members giving their whole time 
to the work, one being a person experienced in railway business, a second being a person 
experienced in commercial affairs, and the chairman being an experienced lawyer, having 
no connection with railway or trading concerns, and not holding judicial office. In addition 
there should be two panels, the one to be called the traders’ panel and to be nominated by 
the Minister of Transport after taking the advice of such Associations, Federations, and Cham- 
bers of Commerce and Agriculture as he shall consider best represent the traders’ interests, and 
the other to be called the railway panel, and to be nominated by the Minister of Transport 
after taking the advice of the Railway Companies’ Association. 

Whenever required by the parties or whenever the permanent members of the tribunal 
in their discretion think fit, the tribunal for the hearing of any particular case should be 
increased by the addition of two members, one summoned from the traders’ panel and one from 
the railway panel. In the event of a permanent member of the tribunal other than the chair- 
man being unable to attend on any hearing, a member of the panel selected by the Minister 
of Transport should be authorised to take his place with all the powers and duties pro hac vice 
of the permanent member. 

A difference of opinion showed itself upon the question whether the members drawn from 
the panels should have a vote in determining the decisions of the tribunal and a voice in pro- 
nouncing its judgments. In our opinion it is desirable that the panel members should have 
a vote on every question, but we do not think that they should pronounce judgments in public, 
it being sufficient that the permanent members of the tribunal should deliver judgment after 
conference has taken place between all the members. 

_ Upon the question of appeal from the tribunal we are of opinion that the rule should be 
similar to the present rule in regard to appeals from the Railway and Canal Commissioners, 
that is to say without leave upon questions of law only, but that an appeal with leave should 
lie in any case in which the Tribunal thinks fit by reason of its importance or otherwise to 
give leave to appeal, and that in either case such appeal should be to the Superior Court 
of Appeal. We, however, advise the exceptions that appeals as to any question in regard to 
through rates should li'e to the Railway and Canal Commission, and that an appeal should lie 
to the Court of Appeal without leave on the question whether any specified goods 
are dangerous and as to the conditions to be attached to the carriage of goods. We think 
that an appeal without leave should lie to the Court of Appeal in case the question is one 
of the jurisdiction of the tribunal to hear a case. 

We do not think that it would be wise for the Legislature to lay down rules for the 
conduct of proceedings before the tribunal. While it is important that it should be understood 



